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xX 
FINANCIAL MANAGEMENT AND CONTROL STUDY 


( This is a reproduction of Part X of the Report of the Auditor General of Canada to the 
House of Commons for the year ended March 31, 1975.) 


1. In 1974, my staff, strengthened by partners and staff provided by 16 Cana- 
dian firms of chartered accountants, began an intensive review of financial management 
and control within the Government of Canada. 


As described in my 1974 Report, the study aims at dealing with the Audit Office’s 
concern about the adequacy of the systems and controls in departments and agencies for 
which I have audit responsibilities. 


This chapter sets out the findings in brief form. A fuller appreciation of their significance 
can be gained by a study of the Supplement to this Report, the first supplement to a report 
of an auditor general. This contains the background and the findings reported in late 
summer 1975 to the central government agencies with overall responsibility for financial 
management and control. 


An appendix to the Supplement contains brief statements of recommendations and 
observations made to senior officials following examination of their individual departments, 
together with their responses. 


2. Evaluation of financial and internal accounting systems and controls forms an 
integral part of the contemporary approach to auditing since it governs the nature and the 
extent of all other audit tests. The Audit Office devoted a substantial portion of its resources 
to this evaluation in the last year because I was aware that the findings would be a major 
factor in determining the scope and nature of my staff’s audit work in the future. It is 
emphasized that the study did not disclose any frauds or misappropriations of public funds, 
nor was it designed to do so. However, it did disclose opportunities for such abuses. 


3} The study leads to one clear conclusion: the present state of the financial 
management and control systems of departments and agencies of the Government of 
Canada is significantly below acceptable standards of quality and effectiveness. 


It is evident that our audit tests must increase substantially unless the government acts 
promptly to apply remedies. An increase in audit tests, however, is not a substitute for 
adequate financial management and control. With this in mind, I adopted the practice of 
providing responsible government officers with the findings of the study as early as possible 
so that they could initiate action to remedy deficiencies without waiting for my Report to be 
made public. 


>: 


Among the findings: 


the Treasury Board Secretariat has taken significant steps in the past two years but 
much remains to be done for it to discharge adequately the Board’s statutory 
responsibilities for financial management and control in the government; 


financial reports provided to departments by the Department of Supply and Services 
have not attained the quality and timeliness that departments require, and as a 
result there is substantial duplication by departmental accounting and reporting 
systems; 


departments have not utilized in the most effective manner the increased authority 
given to them in financial matters through the changes in the Financial Administra- 
tion Act in 1969; 


financial information in the Estimates and the Public Accounts could be improved 
significantly so that Parliament and the public are more adequately informed as to 
the use of funds appropriated; 


despite extensive time and effort by management at all government levels, depart- 
mental budgets are not explicit enough to provide a sound basis for controlling 
managerial performance; 


although budgetary control systems satisfy the legal restriction against over-spend- 
ing of appropriations, they do not show managers whether the intended purposes 
have been attained by relating clearly stated objectives to explicit benefits measured 
quantitatively whenever possible; 


weaknesses in financial controls often result in unreliable financial data and leave 
departments exposed to the possibility of fraudulent actions; 


the scope and quality of internal audits, which might expose deficiencies, could be 
substantially improved; 


there are widespread shortages of staff with appropriate training in financial control 
systems; 


duties of financial staff in many departments and agencies have been interpreted in 
such a way that important areas for financial control are not adequately covered. 


Recommendations in this Part are primarily directed to matters that apply 


across the government service. The specific matters that heads of departments and agencies 
may take action on, without central agency involvement, have been reported separately to 


them. 


The emphasis on actions and on studies that need to be undertaken by central agencies, 


as well as proposals to facilitate such action by clarifying central responsibilities, should not 
be construed as detracting in any way from the primary responsibility of deputy heads for 
financial management and control within their departments. Although it must be concluded 
that deputy heads have neglected this important aspect of their responsibilities since 1969, 


when statutory responsibility devolved upon them, it is encouraging for me to report their 
positive responses to recommendations listed in the appendix to the Supplement. 


Nevertheless adoption of the United Kingdom practice of designating deputy heads as 
accounting officers for the appropriations of their departments, a recommendation of the 
Independent Review Committee, would serve to emphasize their primary accountability to 
Parliament for the public funds placed in their stewardship, as well as their accountability 
to the prime minister who appoints them and to the government on behalf of which they 
administer. 


The Supplement contains the full range of shortcomings and weaknesses disclosed by the 
study, and proposes possible courses of action to remedy them. It also describes in some 
detail how the various government financial processes work. It is printed in full since ] 
deemed it important that all the information be available to the House of Commons. 


This Part contains the more significant findings concerning deficiencies and repeats in 
entirety the recommended courses of action. To facilitate locating material in the Supple- 
ment, chapter and paragraph numbers are cited. 


Estimates and Public Accounts (Chapter IT) 


6. Estimates (paragraphs 2.1 to 2.35) — Changes in the form of the Estimates 
over the last 10 years have seriously reduced the effectiveness of Parliament’s control over 
government expenditure, because the reduction in the number of votes and the broadening 
of the vote wording which took place was often not accompanied by appropriate supporting 
information. For example: 


- reducing the number of votes and making the wording more general gave manage- 
ment greater flexibility but the loss in Parliamentary control was not offset by 
activity information which more adequately disclosed program costs; 


- descriptive content rarely satisfies Treasury Board’s own criteria for program objec- 
tives which would be meaningful to Parliament; 


- narrative information provides insufficient indication as to what those involved in 
the programs actually do, who benefits, or the precise results sought. 


It is unlikely that any rigidly uniform system of presentation can be developed to answer 
the needs of Parliament in all cases. The present Estimates demonstrate that a significant 
loss of information results when standardization 1s carried too far. In making the changes 
Treasury Board, while attempting to improve the previous presentation, appears to have 
given insufficient attention to financial control. 


Present practices lead to uncertainty concerning the nature of the expenditures that 
appropriations are intended to cover. It is therefore difficult for my Office to discharge the 
responsibility assigned to me in Section 61(1)(c) of the Financial Administration Act — 


namely, to call attention to every case where ‘“‘any appropriation was exceeded or was 
applied to a purpose or in a manner not authorized by Parliament”’. 


A comprehensive study of the form of the Estimates, and the information submitted by each 
department and agency in support of appropriation requests, is required to determine changes 
needed to achieve better disclosure, as well as better control by Parliament and by the govern- 
ment of departmental spending in relation to the appropriations granted. (2.35) 


uh The Public Accounts (paragraphs 2.36 to 2.46) — Any changes that may result 
from a study of the Estimates will automatically improve the Public Accounts, but other 
improvements could be made to the latter. For example: 


- anyone not intimately familiar with the content of these volumes and the location of 
material in them is likely to find them difficult to use; 


- much expenditure information is repetitive; and 


- information in the Public Accounts does not parallel the Estimates structure closely 
enough to maintain adequately the government’s accountability to Parliament. 


The form of the Estimates is the basis for establishing the accountability of government, 
and inconsistencies between the Public Accounts and the Estimates should be corrected. In 
addition, since the Public Accounts deal with what has actually taken place, they should be 
capable of presenting information in a more precise form than Estimates which deal with 
prospective events. Activity information provided in summary form in the Estimates should 
be presented in greater detail in the Public Accounts, together with non-financial data 
showing what results have been achieved. 


While the Public Accounts should contain data beyond that in the Estimates, neverthe- 
less the two documents must be closely co-ordinated. A more adequate and consistent 
accounting would be rendered to Parliament if a single central agency were responsible for 
the form of the Estimates and the Public Accounts. This would ensure that: 


- appropriations and supporting detail in the Estimates are structured in a manner 
permitting an adequate accounting subsequently; 


- detailed accounting information is available to support Estimates requests before 
changes are introduced through the Estimates; 


- analytical material in the Public Accounts is related to that submitted in support of 
the Estimates; and 


- the two documents provide a consistent approach to the problem of making properly 
visible the financial aspects of the increasingly complex, varied and changing pro- 
grams of government. 


A single central agency should be responsible for the form of the Estimates and Public 


Accounts so that a more adequate and consistent accounting can be rendered to Parliament. 
(2.46) 


Allocation of Resources (Chapter III) 


8. This report is not concerned with the wisdom of the decisions made in the 
process of allocating available funds but rather with the value and quality of the informa- 
tion on which the decisions are made, as well as the need that they be clearly formulated 
and communicated if managers are to be expected to manage and control funds in line with 
the intent of Parliament and the government. 


9. Communication of Governement Objectives (paragraphs 3.7 to 3.18) — If 
funds are to be managed and controlled effectively, there must be a clear perception on the 
part of all concerned as to what was intended at the time resources were allocated. 


An essential of good financial management is effective communication, not only of 
priorities within overall government objectives at the higher levels of administration, but 
also of related specific sub-activity goals at the operating manager level. In many cases the 
government’s or the department’s own specific objectives are not being adequately commu- 
nicated to staff involved in preparing Program Forecasts — the planning for future 
spending. 


Program Forecasts submitted to Treasury Board Secretariat often reflect an aggregation 
of the priorities of individual managers rather than a unified response to priorities of the 
government or of senior departmental management. Managers tend to exert inordinate 
upward pressure on expenditure levels. Without properly established priorities, they have 
little reason to do otherwise. 


The present process fails to achieve a clear understanding of what is to be attained in a 
fiscal year, although facilitating agreement by leaving plans and priorities unstated or 
stated only generally. 


There is a need for governmental and departmental objectives, and program priorities, 
detailed enough to provide effective guidance to be communicated formally and on a timely 
basis to managers responsible for the various aspects of financial planning. (3.18) 


10. Assignment of responsibility for Program Forecasts (paragraphs 3.32 to 3.36) 
— Treasury Board’s Program Forecast and Estimates Manual says that Program Forecasts 
should be put together from the “‘top down”’, that 1s, centrally by senior management with 
other levels providing planning information through continuous dialogue. But many depart- 
ments use a “‘bottom-up”’ approach which involves combining individual Forecasts pre- 
pared at various levels. This results in extremely lengthy Forecasts, excessive detail, wasted 
time of lower-level managers, and frustration among managers over seemingly arbitrary 
budget changes. 


Detailed Program Forecasts, prepared by lower-level managers up to 15 months before 
the fiscal year begins, often form the basis for the operating budgets against which manage- 
rial performance is subsequently measured. Such detailed budgets should be prepared later 
when program issues are settled, price changes known, and financial results of the current 
year’s operations more completely available. 


Senior management of departments and agencies should prepare Program Forecasts cen- 
trally with other levels of management providing information for planning, primarily through 
continuous dialogue with headquarters. (3.36) 


11. Content of Program Forecast submissions (paragraphs 3.37 to 3.40) — Proce- 
dures for preparing Program Forecasts lead to detailed information not needed by Treasury 
Board in allocating resources. However, in some cases Forecasts lack the information 
Treasury Board needs and this then has to be obtained by direct inquiry. 


Program Forecast information requirements should be studied to make certain that they 
contain only essential detail and specify requirements which recognize the fundamentally 
different natures of the various departments and agencies and the diversified programs they 
administer. (3.40) 


12 Evaluation of Continuing Programs (paragraphs 3.41 to 3.46) — Major por- 
tions of existing programs are not automatically subjected to a regular program review by 
departments, by Treasury Board, or by Cabinet. Treasury Board may advise departments to 
eliminate or to reduce a lower-priority item in favour of a new one, but this practice does 
not take into account the possibility that other departments and agencies have still lower- 
priority items that ought to be discontinued. 


All programs should be reviewed in detail on a cyclical basis. Reviews should be conducted 
by departments, with appropriate central agency participation to provide an adequate basis for 
them to perform their resource allocating and budget monitoring responsibilities. (3.46) 


13. Review of Personnel Requirements (paragraphs 3.47 to 3.48) — Many depart- 
ments prepare Program Forecasts without a realistic assessment of the chances of filling 
new positions. As a result they may have funds available for other purposes, reducing the 
need to exercise close budgetary control. 


It is critical to determine whether the required individuals are likely to be available 
before approving departmental spending forecasts. This would also give the recruiting 
function the lead time it urgently needs. 


Departmental personnel divisions should participate in the review of Program Forecasts. In 
addition, the Personnel Policy Branch of the Treasury Board Secretariat and the Public 
Service Commission should be consulted on the personnel implications of Program Forecasts 
before Treasury Board approval of budget levels. (3.48) 
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Quality of Information (paragraphs 3.49 to 3.64) | — There are deficiencies 


both in Program Forecast and in Estimates submissions as a result of inadequate data. It 
appears that the staff of the Treasury Board’s Program Branch lacks time and training to 
insist that departments develop proper cost-classification systems, and that departments 
may not be unhappy with a program and activity structure which results in the funds they 
need being provided with minimal disclosure of what they are to be used for. For example: 


Program Forecasts are often prepared in such an approximate fashion that there is 
little basis for questioning the efficiency or effectiveness of what is being done within 
each organizational unit; 


introduction of non-financial data as a means of evaluating performance has met 
with limited success; 


Forecasts tend to overlook the correcting effects of actual experience. There is little 
organized follow-up by Treasury Board Secretariat to ensure the integrity of expend- 
iture projections provided by departments; 


many departments do not prepare accurate forecasts of future years’ requirements; 


the assumption that productivity increases should compensate for wage and price 
increases encourages program managers to overstate other budget requirements in 
order to obtain the funds needed to offset the effects of inflation; 


no recognition is given to the effect of year-to-year fluctuations in inventory levels. 


All these deficiencies indicate a need for a new thrust to ensure that these matters receive 
the attention they deserve. 


Action needs to be taken to improve the quality of the data contained in Program Forecasts 
and Estimates submissions by: 


reassessing the suitability of the present structure of departmental programs and 
activities, 


promoting the use of procedures to extend the capability of financial systems to measure 
performance; 


reviewing in greater detail data submitted by departments; 


following-up on actual expenditures as a means of assessing the quality of budgetary 
data; 


establishing centrally the basis of amounts included to cover inflation, 


reviewing the effect of changes in inventory levels; and 


following-up on future-year projections included in Program Forecasts. (3.64) 


15. Communication of Procedures and Decisions (paragraphs 3.65 to 3.71) — 
Treasury Board documents which communicate the budgetary process to departments 
present a fragmented picture of various rules and philosophies. 


The Program Forecast and Estimates Manual refers readers to the Board’s Planning 
Programming Budgeting Guide for the applicable principles of the budgetary system. The 
Guide was printed in 1969, has not been brought up to date, and now is out of print with 
no decision on whether to reprint. 


Four separate budget circulars contain detailed budgetary procedures dealing with spe- 
cific topics, such as capital expenditures. 


Treasury Board Secretariat does not comment in writing on the nature and quality of 
information contained in Program Forecasts nor does it formally offer suggestions for 
eliminating deficiencies in future. 


The quality of information and presentation of Program Forecasts varies from depart- 
ment to department. Deficiencies tend to appear year after year with any improvements 
usually being initiated by departmental staff. 


A comprehensive resource allocation manual should be prepared containing a consolidated, 
updated version of appropriate sections of Treasury Board manuals, guides and circulars 
which deal with the resource allocation process. These should be supplemented by annual letters 
to each department suggesting improvements in the quality, content and presentation of the 
past year’s submissions. Departments should reply formally stating plans for improvement. 
(3.71) 


16. Program Analysts (paragraphs 3.72 to 3.75) — There is significant turnover 
among analysts within the Program Branch of the Treasury Board Secretariat. Individuals 
of demonstrated ability are engaged by the Board, usually for an agreed period of three 
years, recognizing that they will eventually move to operating departments. Unfortunately 
many program analysts are leaving the Board before this period has ended. 


The turnover rate creates a significant problem since resource allocation is a complex and 
important facet of governmental financial administration. 


The Treasury Board Secretariat should study the reasons for the high rate of turnover of 
program analysts and take steps to remedy the problem. (3.75) 


i: Documentation of Procedures (paragraphs 3.76 and 3.77) — The effect of the 
staff turnover has been made worse by inadequate initial training and by a lack of standard 
procedures for assessing submissions. Formal documentation of procedures and of the basis 
for decisions would help new analysts adapt more quickly. 


The Program Branch ought to develop standard internal checklists, questionnaires and 
methods for documentation of decisions. (3.77) 


18. Training in Procedures (paragraphs 3.78 to 3.80) — People involved in re- 
source allocation within departments and Treasury Board receive no formal training on 
either concepts or detailed procedures. 


Although aspects of the process are included in various general courses, no training 
course is available centrally covering the resource allocation process in depth. Such a course 
should be developed. 


An intensive training course covering all appropriate aspects of the resource allocation 
process should be developed and made compulsory for all officials primarily involved in the 
planning and budgeting functions in each department and agency. (3.80) 


19. Non-tax Revenues (paragraphs 3.81 to 3.86) | — Following changes in the 
Financial Administration Act in 1969 which authorized delegation to departments of the 
power to prescribe fees or charges for services, many departments sought to introduce or 
increase fees and charges for services to the public. Many requests were deferred for a 
variety of reasons and as a result some departments refer to their previous experience as a 
justification for failing to conduct regular reviews to establish whether changes are required. 


Departments should be required to assess services to the public annually within guidelines 
given to them by Treasury Board and to submit recommendations for continuing revenue 
policies or for increasing or reducing fees charged because of changes in the services offered or 
in the cost of providing them. Treasury Board should in turn be required to submit annual 
recommendations on revenue policies to the Governor in Council for consideration under the 
provisions of Section 13 of the Financial Administration Act. (3.86) 


Budgetary Control (Chapter IV) 


20. Use of Allotments (paragraphs 4.10 to 4.12) _— Departments generally main- 
tain adequate records of appropriations and allotments. 


Appropriations may be subdivided into allotments by Treasury Board to ensure that 
departments do not use funds intended for one specific purpose for something else. In recent 
years this statutory provision has not been used very extensively but in the current year the 
Board has designated salaries as a separate allotment in most departments. 


Treasury Board should give more consideration to establishing separate allotments where 
significant amounts of funds are provided for purposes that are discretionary and therefore 
controllable by management. (4.1 2) 


21: Need for Commitment Accounting (paragraphs 4.13 to 4.17) — Legally all 
departments are required to maintain detailed commitment records throughout the year, 


but many feel this is unnecessary since they have not exceeded their appropriations in the 
past and are unlikely to do so in future. They also feel that it is necessary to record 
commitments only near the end of the fiscal year to ensure that appropriations are not 
exceeded. 


Departments with appropriate systems of budgetary control and financial reporting should 
be required to record commitments only as necessary towards the end of the year. (4.1 7) 


22; Control through periodic Financial Reporting (paragraphs 4.18 to 4.29) — 
Many departmental budgetary control and financial reporting systems do not produce 
satisfactory information for use in the manner contemplated in the Treasury Board Guide 
on Financial Administration. 


In recent years, funds applicable to unfilled positions have been available within the 
budgets of many departments. As a result some operating budgets are excessive and thus 
departmental managers have not found it necessary to have effective budgetary control 
through comparison of planned and actual costs with planned and actual results. 


Some managers do wish to have effective means of budgetary control through financial 
reporting, but departmental systems are not generally capable of satisfying their 
requirements. 


Departmental budgetary control and reporting systems need as a minimum: 


- properly defined cost components and cost information so managers can be held ac- 
countable for performance; 


- detailed budgets by time period in accordance with the assignment of managerial 
responsibility; 
- consistency between budgeting and accounting; 


- timely preparation and distribution of periodic financial reports; and 


- analysis of variances between planned and actual results. (4.29) 


22% Use of Non-financial Data (paragraphs 4.30 to 4.35) — Because performance 
in the public sector cannot be assessed solely in financial terms, it is necessary to report 
other data which best express results attained. Most departments do not systematically 
measure performance. Where such information is gathered, much of it is not reliable. To 
ensure the validity of comparisons between costs and benefits, such information should be 
subject to the same controls as financial data and both should be prepared with consistency. 


Performance indicators are needed as an integral part of departmental budgetary control 
and financial reporting systems in all areas that can be effectively measured. (4.35) 


10 


24. Central Approval of Systems (paragraphs 4.36 to 4.38) — Most departments 
have not designed or implemented good systems of budgetary control and financial report- 
ing due to lack of concern related to the attitude that funds are readily available. Instruc- 
tions concerning budgetary control in the Treasury Board Guide on Financial Administra- 
tion should be mandatory in most cases. 


A central agency should approve and periodically reassess departmental budgetary control 
and financial reporting systems to ensure their adequacy for purposes of satisfying the needs of 
Parliament and of the government, as well as of departments. (4.38) 


2s, Central Budgetary Control (paragraphs 4.39 to 4.46) — The Treasury Board 
Program Branch has no formal system, other than the quarterly manpower reports, for 
carrying out its assigned responsibility to “‘ensure effective expenditure management includ- 
ing the monitoring of expenditures against authorized allotments; the utilization of autho- 
rized man-years; the organization and management of allocated resources; and the pro- 
gram results achieved in accordance with implementation plans.”’ 


Some form of government-wide budgetary control is necessary so the government as a 
whole can control its actual expenditures in relation to plans. 


A monthly report, based on analysis of department budgets and expenditures and variances 
between them, should be prepared so that Treasury Board can take action to control overspend- 
ing or to freeze excessive resources. (4.46) 


Accounting Systems (Chapter V) 


26. General Accounting System of DSS (paragraphs 5.2 to 5.24) |— Many depart- 
ments are not satisfied with financial reporting services provided by the Department of 
Supply and Services and 70 percent of those surveyed have adopted or are developing 
separate reporting systems to meet all, or a portion of, their needs, even though this may 
lead to extensive duplication. 
Dissatisfaction, where it exists, is due to a number of reasons, including: 
- liaison between departments and DSS has been ineffective; 


- the system is incapable of adapting quickly to changes; 


- data input to the system is not adequately controlled and errors remain uncorrected 
for some time; 


- report distribution is awkward and unreliable; 
- information reported is neither timely nor accurate. 


These deficiencies, are generally acknowledged by DSS and it has plans for overcoming 
them based on the existing centralized approach to processing. However, the extent of 


departmental duplication which is now apparent and other factors indicate that it would be 
preferable to introduce a greater degree of decentralization of accounting functions. 


A study should be undertaken to determine the most appropriate method of achieving timely 
and accurate financial reports for departments and agencies. (5.24) 


pan Payroll System of DSS (paragraphs 5.25 to 5.38) — Central and regional pay 
systems of DSS need revision to meet basic standards of good financial management. 


The delay between the initiation of an employee status change and the reflection of this 
change in his pay cheque in the central pay system may be as much as 30 days. 


Present procedures centralize control of all payroll information within DSS, and depart- 
ments have abdicated their responsibility. Improvements are possible only if departments 
control their payrolls more effectively. 


A study should be undertaken to determine how departments could better prepare and control 
payroll documentation up to the point of submission to a central or regional pay office of the 
Department of Supply and Services, these offices being responsible only for cheque preparation 
and for the systems and procedures necessary to process the payroll, to make the required 
withholdings, and to provide essential information to central agencies. (5.38) 


Financial Controls (Chapter VI) 


28. Controls over Expenditures (paragraphs 6.15 to 6.22) — Legislation, regula- 
tion or other central agency directions impose a requirement for controls over almost every 
type of financial transaction, but these directives are incomplete and require interpretation 
by those applying them. 


The effectiveness of financial control systems is overly dependent on the experience and 
integrity of the employees involved and on ineffficient and repetitive checking. These 
weaknesses result in incomplete or inaccurate information and in inadequate protection 
against fraud and error. 


Departments have been slow in responding even to explicit Treasury Board directives to 
improve such controls. 


The talents needed to design good systems of financial control do not appear to receive 
much priority in filling positions. As a result, people performing financial duties within 
departments often lack the training to design effective controls or have restrictions on their 
authority to do so. In addition there are uncertainties between departments and DSS as to 
their relative responsibilities for ensuring effective controls. 


In all financial systems, duties should be carefully segregated so that, without unnecessary 
duplication of effort, one staff member or one element of a system maintains an effective 
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independent control upon the integrity and accuracy of another. In particular there should be 
an adequate segregation of spending authority from payment authority for all expenditure 
transactions and also of such duties as verifying accounts for payment, preparing documenta- 
tion, requisitioning and distributing cheques, and receiving and depositing money. Control 
should be established as early as practicable and maintained through all stages of manual, 
mechanical and electronic processing. In particular: 


- managers should exercise delegated authority only where they have the information to 
do so; 


- controls on all significant data should be established at the originating level before 
processing, and be confirmed by the same level after processing; 


- controls over expenditures should be established before spending and payment authori- 
ties are granted; and 


- there should be clearly documented evidence of performance of all control functions and 
this evidence should be regularly reviewed by managers. (6.22) 


29. Controls over Payrolls (paragraphs 6.23 to 6.27) — Payroll systems should be 
subject to the same standards of financial control as other expenditures. Treasury Board 
directives have been aimed primarily at control of other types of expenditure and DSS 
instructions deal only with administrative mechanics. 


Within most departments and agencies, primary responsibility for control of payrolls rests 
with personnel organizations where often there is not an appropriate division of responsibil- 
ities and where people are not generally trained in matters of financial control. The respon- 
sibility of financial staff should not be so constrained that they are unable to ensure effective 
controls in this area. 


Financial staff should be responsible for ensuring that there are controls within payroll 
systems just as in all other administrative systems giving rise to financial transactions. (6.27) 


30. Controls over Revenues, Receivables and Inventories (paragraphs 6.28 to 6.37) 

— For administrative convenience, there is often a lack of segregation of duties in the 
handling of revenues, receivables and inventories. Custodians of assets often keep the only 
records of the assets within their custody, including accounting controls in those circum- 
stances where such assets are financed through working capital advances. 


All revenues, accounts receivable and significant inventories should be under effective 
systems of control, generally an independent accounting control. (6.37) 


ale Responsibility for Improving Financial Controls (paragraphs 6.38 to 6.42) — 
The government must be assured that appropriate controls are being applied throughout 
the public service. This can best be done by issuing clear directions as to what is required, 
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backed up by systems reviews by staff of a central agency and supported by test audits by 
departmental teams. 


Departmental systems should be reviewed and approved by a central agency to ensure that 
they comply with Treasury Board regulations and such other instructions as are required to 
ensure adequate control of expenditures, revenues and assets. (6.42) 


Internal Audit (Chapter VII) 


Sz. Effectiveness of Internal Audit (paragraphs 7.1 to 7.12) — Internal audit has 
long been considered an important element in the managerial control process since it 
provides a means of appraising the effectiveness and the efficiency of financial and other 
operations. 


Concerns related to internal audit include: 
- some departments have no internal audit; 


- internal auditors are often involved in other duties which divert them from their 
audit responsibilities; 


- coverage is not consistent or comprehensive; and 


- staff are not sufficiently trained in, or sufficiently familiar with, their responsibilities. 


There is some doubt that any central body can adequately evaluate financial controls 
throughout government unless stronger action is taken to ensure that internal audit is 
carried out effectively in all departments. 


The central agency of the government responsible for prescribing the standards, scope and 
coverage of departmental financial audits should give greater emphasis to monitoring depart- 
mental internal audits so as to encourage greater adherence to the standards. (7.12) 


Financial Staff (Chapter VIII) 


33. Financial Community in Government (paragraphs 8.2 to 8.13) — A generally 
acceptable level of quality in financial management and control in government will only be 
achieved with properly qualified staff. 


Many professional accountants in government choose to work in fields not related to 
financial management and control. One basic reason is that classification standards for 
financial officers do not adequately recognize professional qualifications. 


A comprehensive study of personnel systems related specifically to financial administrators 
should be undertaken to consider the advisability of establishing a professional government 
accounting group commensurate with the current and future needs of government for financial 
management and control. (8.13) 
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34. Staffing the Financial Function (paragraphs 8.14 to 8.21) — Developments in 
the last few years have created many opportunities for financial administrators, leading to a 
high turnover of FI staff. Some departments show a vacancy rate of 35 percent and an 
annual turnover of up to 45 percent in financial positions. 


The demand for FI staff is growing faster than supply and there are indications that there 
will be serious shortages of qualified staff in future. 


The heavy turnover seriously affects financial management and control, systems develop- 
ment being particularly curtailed. 


A comprehensive review is required to establish the need in government for financial admin- 
istration personnel by type and level and to develop a Broa to alleviate the present shortage 
and excessive turnover. (8.21) 


35. Financial Community Leadership (paragraphs 8.22 to 8.30) — A source of 
guidance and leadership to set the professional standards that should be applied by finan- 
cial officers throughout government is vitally important. 


Departmental managers need support in financial matters from properly trained and 
experienced staff. Administrators are being let down because they are not given adequate 
information on the performance of their financial staff and thus are not supported by the 
staff necessary to discharge their responsibility for financial management and control. 


Financial administration has diminished in importance because it lacks the central 
leadership and the support from the Treasury Board necessary to give it the means and 
status to ensure that it can satisfy the needs of administrators. 


Responsibility for assisting the Public Service Commission in matters relating to the training 
of staff in the financial area, overseeing their career development, and advising on their 
qualifications for advancement should be assigned to a central agency of the government 
having the knowledge needed to carry out this role of ensuring that departments are staffed by 
capable financial personnel. (8.30) 


Responsibility for Financial Management and Control within Departments (Chapter IX) 


36. Departmental Organizational Arrangements (paragraphs 9.5 to 9.12) — The 
way the financial function is organized and senior financial officers report varies greatly 
from department to department. Some officers report directly to the deputy head of the 
department, some to the deputy through a senior administrative officer, some to the deputy 
through two or more levels of senior administrative officers. 


Almost without exception the chief financial officer reporting directly to the deputy head 
is well qualified, usually with professional accounting qualifications. In such departments 
greater emphasis is placed on giving direction in financial matters to field personnel. 


Where the senior financial officer reports through a senior administrative officer without 
competence in the financial field, financial management and control concerns may not be 
adequately expressed at meetings of senior management. Thus the status of financial 
officers will be lowered to a point where program officers do not look to them for advice, 
and they are forced to prepare budgets and control funds without knowledge of senior 
management’s priorities. 


The senior departmental officer responsible for financial management and control should 
report directly to the deputy head and be a member of the departmental management commit- 
tee. He should always have the training and experience to act as the deputy head’s adviser on 
all aspects of financial management and control, and to provide the necessary leadership to all 
financial staff in the department. (9.12) 


3. Internal Direction and Guidance (paragraphs 9.13 to 9.19) ©— Some senior 
financial officers now put inadequate effort into directing financial staff at headquarters and 
in the field. Few give effective direction even in areas where there are opportunities to do so. 
For example, departmental financial manuals are often inadequate or not up to date, 
although they have improved recently, thanks largely to the efforts of Treasury Board 
evaluation teams examining this and other areas. 


Senior departmental financial officers ought to give greater direction or guidance to staff 
performing financial management and control duties within departments. This should include 
as a minimum: 


- comprehensive departmental financial manuals; 


- personal contacts with financial and other officers to whom they give technical direction, 
including formal meetings and periodic field visits; and 


- participation in the selection, training and evaluation of financial staff, even where they 
are not directly under their supervision. (9.19) 


38. Scope of Responsibilities of Financial Staff (paragraphs 9.20 to 9.29) — The 
present system of financial management within departments tends to place more emphasis 
on keeping expenditures within allotment limits than on making the most effective use of 
funds. 


This lack of concern about the effectiveness or the efficiency of spending has been 
accentuated by the ease with which money can be transferred within broadly defined 
appropriations and the extent to which surpluses have been available under existing bud- 
geting methods. 


Program managers often regard data submitted by them to Treasury Board or furnished 
to them by the centralized financial reporting system as of such questionable validity that 
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they lack a commitment to adhere to budget proposals or to use information reported by 
the financial system. 


There is a general lack of recognition within departments that internal control should 
permeate all aspects of administration and financial officers have either seen their role as 
not encompassing these other areas or else they have been denied any involvement in them. 


If there is to be greater accountability for public funds, as this report advocates, the role 
of the senior financial officers in departments must change. 


Senior departmental financial officers ought to be given responsibility for: 
- providing budgetary, accounting and financial reporting services, 


- ensuring that adequate financial controls exist over all assets and _ financial 
transactions, 


- advising and supporting deputy heads and their staff in all matters pertaining to 
financial management and control; 


- developing, monitoring and controlling budgetary allocations through analysis of fi- 
nancial reports and ensuring the adequacy of the systems used in their preparation; and 


- furnishing technical direction and guidance to all personnel within departments respon- 
sible for these duties. (9.29) 


33). Appointment of Financial Officers (paragraphs 9.30 to 9.35) — The deputy 
head is responsible for the adequacy of his department’s financial management and control 
systems. Other agencies, however, which may depend on financial officers, should be 
confident that they can rely upon their work and the data they produce. Deputy heads 
should have the right to say who should advise them, but the appointment of a senior 
departmental finance officer who has the confidence of those best able to judge his compe- 
tence in financial matters, in no way erodes the deputy head’s authority but gives him a 
better resource with which to discharge his responsibilities. 


The Public Service Commission ought to appoint senior departmental financial officers only 
after consultation with appropriate central agencies to ensure that recognition is given to the 
qualifications and performance of the persons recommended by deputy heads. Appointments of 
other financial officers ought to be made within departments only after similar consultation 
with senior departmental financial officers. (9.35) 


Need for Stronger Central Direction (Chapter X) 


40. Consolidation of Central Responsibilities (paragraphs 10.1 to 10.36) — The 
Financial Administration Act gives the Treasury Board primary responsibilities for ensuring 
adequate financial management and control in the government. 
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In 1973 the Board issued the Guide on Financial Administration for Departments and 
Agencies of the Government of Canada. This Guide provides excellent guidance to depart- 
ments which, if followed, would remedy many of the deficiencies in financial controls 
identified in this report. In 1974 the Secretariat began to evaluate departmental adherence 
to the Guide and this has had the effect of encouraging actions to improve financial 
controls. However, little has been done to make the resource allocation process more 
effective so that budgets can be controlled in the manner encouraged in the Guide. 


Actions in other areas may have been difficult because of the overlapping statutory 
responsibilities assigned specifically to the Department of Supply and Services and the 
Department of Finance. 


The Services component of DSS provides various services to departments on request, such 
as data processing, accounting, auditing and financial. In this role DSS may become aware 
of departmental practices which contravene parliamentary and Treasury Board instructions 
but is not, as a service agency, in any position to stop or draw attention to them. 


The Minister of Supply and Services serves also as Receiver General for Canada. His 
department has direct responsibility for cash receipts in to and cash disbursements out of 
the Consolidated Revenue Fund, and for the central accounts of Canada, including the 
preparation of the Public Accounts. However, the law assigns to the Minister of Finance 
responsibility for managing the Consolidated Revenue Fund, for the form of the Public 
Accounts, and for the accounts kept in respect of assets and direct and contingent liabilities. 
Accounts concerning expenditures, revenues and other payments in to and out of the 
Consolidated Revenue Fund are subject to Treasury Board regulations. Thus central re- 
sponsibility for financial management and control is shared among three departments. 


The study demonstrates many deficiencies in financial management and control such as: 


- departmental actions that tend to weaken the program orientation of the Estimates 
and Public Accounts introduced in 1970 to give Parliament and the public more 
useful information; 


- ineffective budgetary control systems; and 


- financial reporting systems that are held in low regard by most managers. 


Many departments feel they are restrained from taking more effective action because of 
responsibilities assigned to central agencies. 


Any solution calls for a clearer definition of the manner in which central responsibilities 
are assigned so that those responsible can take effective action. 


All the recommendations in this report have as their objective the improvement of financial 
controls. The more significant ones, either specifically or by implication, recognize the need for 
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a central agency to supply overall direction. It is clear that if controls are to be co-ordinated 
and are to operate effectively, responsibility for the following activities should be clarified and 
unified wherever possible; 


recommending government policies, directives and guidelines in the area of financial 
management and control, and providing interpretations thereof; 


advising on the form of the Estimates and Public Accounts; 


assessing departmental program and activity structures, and cost and other measure- 
ment systems in support of them; 


approving and monitoring departmental budgetary control, financial reporting and 
financial control systems; 


providing analyses of variances between planned and actual financial performance; 


establishing standards for and monitoring internal audit practices within departments 
agencies, 


establishing the accounting practices governing the financial statements and Public 
Accounts of Canada; and 


assisting the Public Service Commission in the selection, training and career develop- 
ment of financial staff. (10.36) 
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I INTRODUCTION 
TERMS OF REFERENCE AND SCOPE OF STUDY 


1.1 On May 9, 1974, I informed departments and agencies of my plan for a 
government-wide study to evaluate the adequacy of financial management and financial 
controls in all departments and agencies of which I am the auditor. A description was 
included in my 1974 annual Report, with an announcement of plans to report as part of, or 
as a supplement to, my 1975 Report. 


1.2 The study was planned for a two-year period. In the first year it concentrated 
on departments, also covering a limited number of departmental corporations included in 
Schedule B to the Financial Administration Act. Twenty-one departments and seven agen- 
cies were reviewed. In the year now under way, emphasis is on Crown corporations listed in 
Schedules C and D of the Financial Administration Act, for which I have been appointed 
auditor, as well as additional departments and departmental corporations. Consequently, 
this initial report is directed to financial management and controls within departments. A 
similar report may be desirable for 1976 extending the observations in this report once 
other departments, agencies and corporations have been examined. It is expected that this 
type of study will become a continuing and integral part of the audit approach of the Office 
of the Auditor General so that each department and agency for which I am auditor will be 
covered on a cyclical basis over a reasonable period of years. 


18) As announced in my 1974 Report, the study was directed to an examination 
of: 


(a) statutes and Treasury Board regulations, policies, directives and guidelines relevant 
to financial management and control, and the extent of compliance therewith in 
departments and agencies; 


(b) financial systems and procedures in departments and agencies including budgetary 
controls, accounting for revenues, expenditures, assets, liabilities, commitments, and 
financial reporting systems; 


(c) integration of the departmental and agency accounting processes and systems with 
the central systems; 


(d) extent to which the financial systems and procedures are monitored and audited by 
internal or operational audit groups; 


(e) type, accuracy, timeliness, purpose and use of financial information and reports 
currently prepared; 


(f) extent of decentralization following on the recommendations of the Royal Commis- 
sion on Government Organization and its impact on overall financial control; and 
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(g) duties, responsibilities and functions of financial and accounting managers and staff 
with special reference to the system of financial and accounting control and the 
relationships of their function with central financial and accounting agencies. 


1.4 The study is being conducted through the co-operation of Canadian public 
accounting firms. Sixteen firms assigned partners and managers to work with my staff in 
conducting these reviews. 


LS Procedures call for individual reports to deputy heads of each department or 
agency examined. The appendix to this report provides details of the observations reported 
to each deputy head, together with their responses. The Office of the Auditor General will 
follow up on actions indicated by deputy heads to determine that the matters on which 
observations are made are actually remedied. Subsequent reports will draw to the attention 
of Parliament instances where departmental actions do not satisfactorily remedy matters. 


1.6 Certain matters observed in the studies of individual departments or agencies 
appear to be attributable to inadequacies in government-wide or central agency systems or 
to restraints imposed by them. Since it was considered inappropriate to expect deputy heads 
to take unilateral, corrective action in these areas, recommendations on these matters were 
not included in the departmental reports and departments were advised that the reports to 
them would be subject to further analysis on a government-wide basis. This report contains 
the results of the analysis, and also elaborates on a number of common problems covered in 
the reports to departments. The observations in the departmental reports should be re- 
garded as being added to or modified by the observations contained in the main body of 
this report. 


HISTORICAL BACKGROUND 


1.7 My 1974 Report indicated that this study arose as a result of the Audit 
Office’s concern about the adequacy of financial and internal accounting controls in the 
government departments and agencies for which I have audit responsibilities, having regard 
for: 


- the significant growth in government operations; 


- the substantial delegation to government departments and agencies of responsibility 
for financial management and controls, as recommended by the Glassco Commis- 
sion, which culminated in 1969 in the abolition of the Office of the Comptroller of 
the Treasury; and 


- the increasingly large-scale use of electronic data processing. 


It is important that this report place in proper perspective the reasons for the Glassco 
recommendations, and the nature and results of subsequent government implementation. 
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Glassco recommendations 


1.8 In 1962 the Glassco Commission submitted the first of the several volumes 
that comprised its findings and conclusions. The first volume contained two reports of 
particular significance in view of the observations made in this report — A Plan for Manage- 
ment, and Financial Management. An examination of the first of these two reports, which 
are generally accepted as having influenced much of what subsequently happened in areas 
related to financial management and control, indicates that the Commission felt that: 


- although ministers in principle are ‘‘accountable for all the administrative acts of 
their departmental staff’, in practice deputy heads “‘cannot avoid full personal 
responsibility for the day-to-day management of the organizations”’; 


- the system of central control exercised by Treasury Board, and the Comptroller of 
the Treasury needed changing because “‘by divesting departments of the authority 
essential to the effective management of their own affairs, the system tended to 
weaken their sense of responsibility”’; 


- a wide range of management tools, including “‘budgetary and accounting systems 
which permit better control over the allocation of financial resources and the assess- 
ment of performance”’ were not being systematically used; 


- more effective central direction was needed, a number of means being proposed to 
strengthen Treasury Board’s ability to play such a role; 


- there was need for central services, but “‘suppliers of services should exercise no 
control over the users except within the strict limits of any responsibility for applying 
special considerations of public policy’’; and 


- greater consideration should be given to administrative abilities in appointing peo- 
ple to certain key positions by having the Secretary of the Treasury Board participate 
in the process of advising the Prime Minister on deputy head appointments, and by 
making appointments to the positions of chief financial officer and chief personnel 
officer of departments “‘subject to approval by the Treasury Board”’. 


1.9 The Financial Management report proposed several ways the Treasury Board 
could play its central role more effectively, also suggesting dismantling of the less effective, 
if not harmful, controls exercised by the Comptroller of the Treasury, and to some extent by 
Treasury Board. Better central management was to be achieved by: 


- making more visible the financial consequences of departmental programs and 
activities so that the performance of departments could be better assessed; 


- better and longer-term budgeting; 


- policies, in place of detailed regulations, on financial and administrative matters; 
and 
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- concurrence of Treasury Board in the appointment of the senior financial officer of 
each department and agency. 


Closely associated with these proposals were recommendations for improved accountability 
to Parliament in terms of prospective expenditures as disclosed in the Estimates and in 
terms of retrospective review as provided through Public Accounts. 


1.10 Thus, it can be seen that the Glassco proposals had two prongs: the first, 
more generally remembered and more fully implemented, proposed greater authority for 
deputy heads; the second, the one with which much of this report is concerned, sought to 
improve the ability of the government and Parliament to hold deputies properly accounta- 
ble for this increased authority. 


Implementation of Recommendations 


1.11 The government during the 1960s acted on most of the recommendations of 
Glassco, although modifying some: 


- the Secretary of Treasury Board was given enhanced status as a deputy head, and 
the Secretariat serving the Board became a separate department and was 
strengthened; 


- a number of steps were taken to improve the budgetary process by extending the 
time span covered and by making it more program oriented; 


- anumber of general guidelines in the area of financial management were issued, and 
detailed regulations were withdrawn or modified; 


- no powers of the former Comptroller of the Treasury, which restricted the financial 
authority of deputy heads, were given to the successor central service agency, the 
Department of Supply and Services, although its minister became Receiver General 
and thus his department continued to be responsible for significant central financial 
responsibilities; and . 


- departments took over much of the staff of the Comptroller of the Treasury, and 
instituted a number of steps to improve their financial management organizations 
and procedures. 


The present situation and prevailing practices are described and analyzed in various sec- 
tions of this report. 


Other Influences Affecting Financial Management and Control 


1.12 During the 1960s and early 1970s a number of other influences affected the 
development of financial management and control in the Government of Canada. These 
include: 


- the almost fourfold growth in government expenditures since the Glassco study, and 
the resulting emphasis within the resource allocation process on controlling growth; 
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- the widespread delegation and decentralization of financial authority, and the conse- 
quent need for types of controls not required in the former centralized system; 


- the Planning Programming Budgeting (PPB) and management information system 
(MIS) thrusts, each with its own proponents, fragmenting efforts to improve the 
government’s financial information systems, and leaving a legacy of disillusionment 
about the usefulness of financial information as an aid to better management; 


- the increasingly common practice of appointing deputy heads from among those 
who have distinguished themselves as policy advisers, but who have often not had 
comparable administrative responsibilities; 


- the absence from the personnel systems of the rewards and sanctions for good and 
bad performance which would encourage individual managers to function in the 
responsibile manner anticipated by Glassco; and 


- the inability to attract and retain sufficient personnel with the skills necessary to 
design and to maintain adequate systems of financial mangement and control. 


This historical background is presented as a setting for the observations and conclusions in 
this report. 
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Il THE ESTIMATES AND PUBLIC ACCOUNTS 


2.1 The Estimates and the Public Accounts provide the framework for financial 
control of the government by Parliament. The government presents its spending plans to 
Parliament through the Estimates; Parliament gives legal authority for these plans through 
the subsequent appropriation acts; and the government presents an accounting to Parlia- 
ment through the Public Accounts. The ability of Parliament to play an effective role in the 
control of public funds depends directly on the nature, degree of detail and usefulness of the 
information provided in these documents. 


22 The form of the Estimates and the Public Accounts influences the effec- 
tiveness of Parliament’s financial control of the government, and of financial management 
and control within the government. Glassco stated that: 
‘‘As the main financial documents issued by the Government of Canada, the Estimates and 
Public Accounts should conform with the highest standards of financial reporting. The 
activities of government are now so complex that it is difficult to achieve simplicity in any 
accounting given to Parliament. However, this complexity makes it all the more imperative to 


devise accounting forms that will provide Parliament with the information necessary for 
effective control over public spending”’. 


2.3 In this chapter, the Estimates and Public Accounts are examined in terms of: 
- Recent changes in the form and content 
- Suggestions for improvements 


- Proposals for altering responsibilities for their preparation. 


ESTIMATES 


2.4 Spending plans are submitted in Main Estimates, in excess of 1,200 pages in 
bilingual form, presented to Parliament shortly before the start of each fiscal year. Smaller 
Supplementary Estimates documents are presented periodically during the year requesting 
additional spending authority from Parliament, sometimes transferring spending authorities 
already granted. 


2.5 The Main Estimates include the wording of appropriations for each program 
to be used in the subsequent appropriation acts. Equally important, as an expression of the 
nature of the authority granted by Parliament, are the analysis of program costs by activity 
and the narrative statement of the objective and sub-objectives of the program. These may 
be the main way Parliament learns and directs how the money will be spent since the 
wording of items in the appropriation acts is broad and often uninformative. 


Changes in format 
2.6 The format of the Estimates has been amended on several occasions in recent 


years on the initiative of Treasury Board: 


- The number of votes has been reduced to one-third, primarily by bringing together 
under one program the several votes previously provided for each departmental 
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branch and by consolidating separate administration, capital and grants votes for 
each program where each of these items amount to less than $5 million; 


- The detailed listings and salaries of full-time and seasonal positions have been 
replaced by a summary of staff and salary ranges; 


- The 34 standard and many special descriptive objects of expenditures have been 
grouped in 13; 


- Listings of individual capital projects were limited to those costing more than 
$250,000; 


- A one-page summary has been amplified by approximately 90 pages of information 
and summary schedules; 


- Information added to display information by programs and activities has included: 
* narrative statements of objectives and descriptions of activities; 


¢ schedules providing financial and staff details by activities, including the esti- 
mated value by programs of services provided without charge by or to programs; 


- Non-budgetary authorities, previously presented separately, have been included 
with the budgetary authorities of each department; and 


- Projected expenditures and revenues for each revolving fund and for some Crown 
corporations have been included whether or not an appropriation is being requested. 


Changes in Content 


7 Ag Parliament exercises its control through the wording of appropriations for 
designated programs. Such wordings are first set out in the Estimates and later incorporated 
in appropriation acts. These wordings establish specific conditions limiting the manner in 
which the money may be spent or providing exemption from the general requirements of 
the Financial Administration Act or other legislation. Specific amounts of spending author- 
ity are provided for each item in the appropriation acts. 


2.8 Before 1965, the Estimates were prepared in terms of responsibility (who was 
spending the money) and objects of expenditure (what services or assets were acquired with 
the money spent). Glassco focused attention on disclosing why the money was needed. 
Under the Glassco recommendation: 

‘All activities of Government would be disclosed as separate programs. Programs of like 

nature would be grouped under one vote. Votes of a similar functional nature would be 

consolidated in the ‘Summary by Functions and Services’ and the total would be presented in 

the ‘Summary by Functions’. Thus the parliamentarian would be in a position to analyse the 


Estimates, proceeding progressively from informative detail on each program to meaningful 
global totals’’. 


2.9 Before the Glassco report, individual votes frequently corresponded to orga- 
nizational divisions. A large department with several branches might have 20 or more 
divisions each with a separate operating vote. Votes contained a fairly precise description of 
the operations financed through the appropriation, even though the objectives or purposes 
being financed were not specifically stated, by citing the title of the division, by providing a 
notation as to applicable statutes, by presenting unique objects of expenditure, and by 
providing extensive detail on staff, capital projects and grants. 
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2.10 For example, the Livestock Division of the Department of Agriculture was 
financed through a separate vote before 1965. The Public Accounts included a statement 
that “‘this vote was provided for expenditures in connection with the administration of (a) 
the Live Stock and Live Stock Products Act (b) the Agricultural Products Standards Act (c) 
record of performance service for dairy cattle and poultry and (d) sire assistance policies”’. 
In addition “Purchase of livestock’’ and “‘Contributions for livestock improvement”’ were 
specified as unique objects of expenditure and the latter object was supported by a narra- 
tive description which included the following notation: “‘grants to horse breeding stations, 
$1,350. To be eligible for the grant of $250 per stallion, a proprietor must own or control 
three or more stallions which must serve an average of 25 mares.” This type of detail, while 
perhaps excessive, provided considerable certainty concerning the types of expenditures 
Parliament was authorizing when it approved each vote. 


2.11 Glassco recommended that the number of votes be reduced to facilitate 
program budgeting, as well as to achieve a briefer, simpler and clearer presentation. This 
recommendation, however, was made in conjunction with one calling for details by “‘pro- 
grams of activity’ for each vote. Glassco anticipated that a clearer statement of the 
purposes of expenditures and more useful detail would eliminate the need for the larger 
number of votes and would give Parliament a better outline of plans and operations while 
giving greater flexibility to departments. 


212 In 1965 the votes were consolidated, generally to the branch level within 
departments. Detailed information was retained in the format of the votes existing before 
1965, pending implementation of the other improvements recommended by Glassco. In the 
1970-71 Estimates, the detailed information for each of the votes existing before 1965 was 
dropped altogether, being replaced by the activity schedules and narrative statements of 
objectives and descriptions of programs. 


2.13 _ Using the example of the Livestock Division, in the 1970-71 Estimates, all of 
the information provided in previous years was deleted and replaced by an activity presen- 
tation that did not even identify the Livestock Division as a separate item within the 
Production and Marketing Program. The costs of the Livestock Division, along with ap- 
proximately 15 other Divisions in the Production and Marketing Branch, were allocated 
over the newly-defined activities of the Production and Marketing Program which included: 
Administration, Support Services, Farm Income Maintenance, Marketing, Production, In- 
formation and Promotion, Agricultural Pest and Disease Control, Race Track Supervision 
and Meat Inspection. 


2.14 Glassco used the Marine Services Branch of the Department of Transport to 
illustrate a recommended level and type of detailed information which should be shown in 
the Estimates, Exhibit A (pages 30 and 31). Exhibit B (pages 32 and 33) shows the actual 
1970-71 revision of the Estimates. The latter includes a statement of the program objec- 
tives, a briefer summary of activities and the actual cost information for the preceding year. 
In 1971-72 there were further major changes in the information disclosed in the Estimates 
for this program as illustrated by Exhibit C (pages 34 and 35). The 16 activities previously 
shown were grouped into four, a significant reduction in information in terms of things 
being done to meet the program’s objective. 
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EXHIBIT A - DETAILS SECTION OF MAIN ESTIMATES AS SUGGESTED BY 
GLASSCO - OPERATIONS AND MAINTENANCE 


MAIN ESTIMATES FOR 1962-63 COMPARED WITH 
FORECAST EXPENDITURES FOR 1961-62-SERVICES—TRANSPORT 


Vote No. 402 


Marine Services - Operation and Maintenance (to be voted) .... $ 


Aids to Navigation is responsible for operation and maintenance of lighthouses, 
lights, lightships, fog alarms, buoys and beacons for coastal areas and the 
inland and Great Lakes waterways. Aids maintained consist of 4 lightships; 

3022 lights of various types, 1259 light and signal buoys; 428 fog signals, 10, 449 
other miscellaneous floating aids. 


Provision is made for the daily operation and continued running maintenance of 
the various Canals comprising the Secondary Canal System, which includes 110 
locks and associated structures, such as supply and waste weirs; buildings; 
roads; 109 movable bridges; numerous fixed bridges; docks; wharves; and reaches. 
This comprises the Rideau, Trent, Murray, Carillon-Grenville, Chambly, Ste. Anne, 
St. Ours, Canso and St. Peters Canals. 


Detatls 1962-63 1961-62 Increase or 
Estimate Forecast (Decrease) 
Programme by Activtttes- $ $ $ 


Aids to Navigation: 
Removal of Obstructions 


eooeee eee ee ee eee eee eo 


Repairs to Wharves 


Agencies 


coors ee eee eee ee ewe eee wee woe eee eee ee eee 


Canals: 


Nova Scotia 
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Pilotage Districts: 


So OnniSau Nt Ld 


Labrador 


Total Program Cost 


Consisting of- 
Salaries and Wages 


Other Expenditures 


Less: Recoveries from other 
departments or agencies 


Less: Associated revenues 


Total Program Cost 
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EXHIBIT B - DETAILED INFORMATION AS PRESENTED IN THE 1970-71 
MAIN ESTIMATES - OPERATIONS AND MAINTENANCE 


MARINE SERVICES PROGRAM - TRANSPORT 


OBJECTIVE 

To support waterborne commerce by arranging for the provision of facilities 
and services to promote the safe and efficient movement of marine traffic. 
SUB-OBJECTIVES 


To provide the essential basis for orderly relationships in respect of the uniquely 
maritime features of commercial shipping. 


To determine the need and arrange for the management of arterial and terminal 
facilities to the extent assigned to the Department by the Government. 


PROGRAM DESCRIPTION 


Administration - District and regional administration, including offices of 
the Assistant Deputy Minister. 


Aids to Navigation - The installation, operation and maintenance of aids to 
Marine navigation; the administration of the Navigable Waters Protection 
Act and the applicable sections of the Canada Shipping Act. 


Harbours and Property - Administration of Federal Harbours with particular 
reference to the relationship of the Department with local Harbour Commissions 
and legislation pertaining thereto. 

Canals - Maintenance and improvement of navigation canals, which include 


the Trent, and Murray and Rideau in Ontario; the Carillon, Ste. Anne, St. 
Ours and Chambly in Quebec; the St. Peters and Canso in Nova Scotia. 
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PROGRAM BY ACTIVITIES 


Proposed Forecast Actual 
Estimates Expenditure Expenditure 
Activity 1970-71 1969-70 Change 1968-69 
AGMINISELACION. «2... ceseccrae om 
DLASmeOUnaViealLlOn. «6». ==> re 
Harbours and Property... .... = 
CANO Steve lets. raeeulalistalc tes pists = 


Hydraulics Research 
and Development. ..% <<. «a 


Marine, [rattic Control. 2. << 


St. Lawrence and Saguenay 
SID Da Nie US acevo ais esse tis. « 


PEGE CMReSUD Die Res Levi acietiet 
Coast Guard College......... 


Icebreaking and 
BS COMING ly ga. ty. cine Color. 


Search: and (Rescue... ..«..e. 


Ship's Services to 
Other Government 
Migoxep esis! RAIA Ae AO -Ocb relent Gain 


WeathershipS...-..-.eeeeecees 
Shipbuilding .............--- 
Nautical Services-+--++-++++-+-- 
Pivotagves SCLvi_CeS ..-c cole sists sus 


Steamship Inspection........ 


Less: Receipts and Revenues 
Credited to the Vote..... 


TOLAls ESEIMACCS. « osic ews cis ovace 


Add: Services provided by 
other departments........ 
Accommodation provided 


by this department....... 


Total Cost of Program....... 
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EXHIBIT C - DETAILED INFORMATION AS PRESENTED IN THE 1971-72 
MAIN ESTIMATES - OPERATIONS AND MAINTENANCE 


MARINE TRANSPORTATION PROGRAM ~— TRANSPORT 


OBJECTIVE 


To provide facilities and to foster the optimum development of the Marine 
mode of transport, consistent with the protection of the environment, on a 
cost-recoverable basis to the maximum practicable extent. 


PROGRAM DESCRIPTION 
Administration - The Office of the Administrator, Canadian Marine Transportation 
Administration, his functional support staff and regional and district adminis- 


trations. 


Terminal Facilities - Administration of designated public harbours and other 
Federal marine properties, and legislation pertaining to local harbour commissions. 


Way Facilities - Provision and maintenance of a complete seaborne and shore 
support service within Canadian arterial waters and coastal approaches 


to promote the safe and effective movement of marine traffic. 


Marine Regulations - Development and enforcement of legislation, regulations 
and standards for the safe and efficient movement of marine traffic, including 
the investigation of marine accidents. 
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PROGRAM BY ACTIVITIES 


Proposed Forecast 
Estimates Expenditures 
Activity 1 We 2427 AO TOT EE 


Administration 
Terminal Facilities 
Way Facilities 


Marine Regulations 


Receipts and Revenues 
Credited to the Vote 


Total Estimates 


Services provided by 
other departments 


Accommodation provided 
by this department 


Total Cost of Program 
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Change 


Actual 
Expenditures 


1969-70 


Effectiveness of changes 


2.15 The government endorsed the Planning Programming Budgeting (PPB) 
concepts and the 1970-71 Estimates were prepared in that format. These concepts place 
emphasis on the clear determination of the objectives of each program and the analysis of 
financial data in relation to the benefits to be derived from the expenditure of the funds 
requested. 


2.16 In the new format of the Estimates, the narrative statements of objectives 
might be regarded as the guide to the propriety of charging expenditures to an appropria- 
tion, supplemented by the descriptive detail by activities, but these have no legal signifi- 
cance since neither is incorporated in the wording of appropriation acts. The vote wordings 
contained in such acts are standardized and uninformative, and lack the certainty charac- 
teristic of well-drafted law. 


2.17 The PPB Guide issued by Treasury Board in 1969 indicated that program 
objectives should meet the following criteria: 


““(a) the objectives of the program should be compatible with each other; 


““(b) they should be directly translatable to explicit benefits, preferably to benefits that can be 
measured quantitatively; 


“(c) they should be stated in a way to encourage the consideration of a number of different yet 
feasible alternative activities, i.e. the objective should not define the method; 


““(d) they should be defined with enough precision to permit identification of any activity within a 
program which does not contribute to the objectives of that program; and 


““(e) they should be consistent with the department’s role as set out in the legislation governing its 
operations.”’ 


2.18 Examination of the Estimates book clearly indicates that these criteria are 
rarely satisfied. In most cases, program objectives and sub-objectives are so broadly stated 
that they: 


- cannot be meaningfully challenged; 


- provide an umbrella giving a department the apparent mandate to undertake almost 
any project within its field of interest; 


- do not provide a clear reference of what was intended for those responsible for 
budgetary review, budgetary control or financial reporting; 


- create difficulties for those auditing expenditures to verify that they are in accord- 
ance with the apparent intent of Parliament; 


- do not disclose what results will be derived from the expenditure of funds; and 


- are stated in such a way that costs of various means of pursuing stated objectives 
cannot be estimated accurately. 
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2.19 The present Estimates appear to imply the government’s implementation of 
PPB concepts, but this is misleading because of the lack of adequate underlying quantita- 
tive information on costs and benefits. The existing information provides little practical 
indication as to what those involved in the programs actually do, who benefits, or the 
precise objectives sought. 


2.20 The summary information provided in the Estimates is also of limited valid- 
ity. The presentation of departmental program costs under “‘functions’’, ‘“‘sub-functions”’ 
and “‘functional programs” is relatively arbitrary and may be misleading because costs can 
be meaningfully analysed in many ways. For example, the meat inspection activities of the 
Department of Agriculture might be classified within the — Protection of Persons and 
Property — Consumers Services “‘sub-function”’ as well as within the Economic Develop- 


ment and Support — Primary Industry “‘sub-function”’ where it now is included. 


2.21 Costs can be analysed within programs in many ways. Examples can be 
found in the Estimates where activities are displayed in terms of the costs of: 


- producing operational outputs or of administrative or supporting services; 
- commodities, products or problem areas; 
- sectors of the public benefitting from the program; and 


- resources to be acquired. 


Dh pape In many departments, however, the current activity structure is either a 
simple aggregation of organizational costs or an imprecise estimate of costs that cut across 
organizational lines based on criteria which are often difficult to support. Departments have 
shown little more than a casual interest in developing activity structures that permit costs to 
be related to quantitative data identifying results to be produced. By not disclosing that 
activity information in the Estimates actually reflects organizational costs, departments are 
not committed to reporting organizational costs in Public Accounts when some alternative 
costing better suits their purposes. 


Suggested improvements 


2.23 Although there must be some standardization, it appears that no rigidly 
uniform system of presentation can be developed to answer the needs of Parliament in all 
cases. The present Estimates demonstrate that a significant loss of information results when 
standardization is carried too far. 


2.24 The summary of programs by defined “‘functions’’, “‘sub-functions”’ and 
‘functional programs” provides a useful summary of the uses to which appropriations are 
to be applied. It should be continued, but perhaps in a number of alternative forms in order 
to analyse government expenditures from several perspectives. For example where a pro- 
gram contributes to more than one objective of the government its costs might be included 
in each of them to show a more complete presentation of the government’s efforts in each 
area. 


‘ 
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2.25 Within a program, there may be several ways of presenting financial informa- 
tion to Parliament. Research is required on each individual program to develop forms of 
presentation that would provide a better basis for Parliament to establish the accountability 
of government and to exercise financial control through appropriations. It is worth noting 
that when the United Kingdom carried out a similar review several years ago there was no 
reduction in the number of appropriations or of sub-divisions used to support the appropri- 
ations. The revised presentation was designed to link headings used for economic planning 
purposes with those used for financial management purposes and demonstrates the value of 
not carrying standardization to the extreme. 


2.26 Changes in the Estimates to provide a better basis for parliamentary control, 
at the same time making more visible the uses to which funds are to be put, include the 
following: 


- A $500 million program with four activities now is presented in the same form as a 
$5 million program with four activities. Further breakdown of some larger programs 
and, conversely, elimination of detail for some smaller ones would produce a more 
useful product, although size should not be the sole determinant and the nature of 
the program should also be considered. 


- Specific and more descriptive objects of expenditure could be used in the Estimates 
to explain resource requirements rather than the standard objects which tend to 
obscure useful information. Government-wide aggregations can be provided through 
analysis of data kept by departments on a uniform basis. 


- Segregation of costs arising directly from the performance of specifically legislated 
responsibilities from those not subject to legislation would give Parliament improved 
information on the costs of administering specific statutes. 


- The usefulness of narrative information could be improved by including explana- 
tions of changes from the prior year, and of any special accounting practices. 


- Objectives could be stated in operational terms in the Estimates. 


- Activities could be described in terms of quantitative results expected, wherever 
practicable. 


- Capital expenditures and grants and contributions could be identified separately 
where operational activities are not appropriate, as in the case of general purpose 
capital facilities. 


- Memorandum or notational costs and revenues could be allocated more specifically 
so as to disclose the net cost of each activity. At present, only cash disbursements are 
analysed by activity; cost of services provided without charge and related revenues 
are disclosed only by program. 


2527 There may be value in further changes to the vote structure provided support- 
ing data are significantly improved. The present concept of establishing more than one vote 
for most departments may reduce to some extent the internal competition for funds within 
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departments and it may also retard the effective disclosure of useful financial information. 
For example, the Department of Agriculture has separate Administration, Research, Pro- 
duction and Marketing, Health of Animals and Canadian Grain Commission votes based 
on a preferred organizational structure but it may be useful for those in Parliament who are 
interested in obtaining financial data in respect of a specific food system to receive the 
information being developed for internal analysis of departmental costs in terms of agricul- 
tural products. 


2.28 With some major exceptions, the wordings and amounts in the Estimates are 
virtually frozen, as far as departments are concerned, approximately six months before the 
beginning of the fiscal year. By the date of presentation to Parliament, most departments 
are aware of major changes, not reflected in the Estimates, in financial results for the 
current year and in the outlook for the Estimates year. Estimates information should be 
updated with significant information just before tabling in Parliament. 


2.29 The Estimates do not adequately point up special provisions or changes from 
the previous year so as to draw them to Parliament’s attention. Such changes from the prior 
year could be underlined as is the practice in material supporting bills amending other 
legislation. 


2.30 Some additional information might be included in the Estimates: 


- a brief summary of major changes in legislation or general economic conditions not 
provided for. For example, a transmittal letter for the 1974-75 Main Estimates could 
have mentioned that anticipated costs of the new Oil Import Compensation Program 
had not been included; 


- the important underlying costing assumptions, such as the manner of providing for 
anticipated price changes; 


- the economic assumptions on which estimates are based for programs subject to 
major fluctuations in costs, such as the Agricultural Stabilization Account, Central 
Mortgage and Housing Corporation or Unemployment Insurance Account; and 


- a forecast of all unused appropriation authorities which do not lapse and will be 
available to carry forward from the current year. 


Responsibility for improvements 


2.31 Past changes in the form and content of the Estimates have not had the 
results that might have been hoped for. In the past, the Treasury Board Secretariat has 
taken the initiative in suggesting changes. Significant changes have been tested by a limited 
number of departments, and the Public Accounts Committee has been informed of major 
changes in advance of implementation. This may have resulted in increased standardization 
without adequate consideration of specific applications to individual departments. Through 
implementation, or through year-to-year modifications, the Estimates have not realized the 
benefits that might have been anticipated for purposes of parliamentary control of govern- 
ment finances. 
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2.32 In making these changes, Treasury Board appears to have given insufficient 
attention to financial control. Quite naturally problems of resource allocation have con- 
cerned the Treasury Board Secretariat more than problems of accountability. This leads to 
presentations being approved that are impossible to cost accurately and to control by 
comparing actual with planned expenditures. 


DSS These deficiencies might be overcome by requiring departments to explain 
and justify in advance to the House of Commons committee responsible for reviewing their 
Estimates any significant proposed changes in the degree or nature of disclosure. These 
committees could also consult the Treasury Board and other central agencies, as well as the 
Office of the Auditor General, to obtain their views on departmental proposals. 


2.34 The present Estimates structure and content make it difficult to ascertain the 
precise intent of Parliament or of the government in appropriating funds and for my staff in 
auditing departmental appropriations to ascertain that funds are used for the purposes 
intended by Parliament. It is therefore difficult for my Office to discharge the responsibility 
assigned to me in Section 61(1)(c) of the Financial Administration Act — namely, to call 
attention to every case where “‘any appropriation was exceeded or was applied to a purpose 
or in a manner not authorized by Parliament”’. 


2.35 A comprehensive study of the form of the Estimates, and of the information 
submittted by each department and agency in support of appropriation requests, is required to 
determine changes needed to achieve better disclosure, as well as better control by Parliament 
and by the government of departmental spending in relation to the appropriations granted. 


PUBLIC ACCOUNTS 


2.36 Since 1961 the Public Accounts have been published in three volumes: 


- Volume I provides a wide variety of analyses of the accounts of Canada; it includes: 
Statements of Assets and Liabilities and Expenditure and Revenue called for in the 
Financial Administration Act as well as several other summary statements; details of 
each budgetary appropriation granted by Parliament; other miscellaneous state- 
ments for which there is a statutory or other requirement. 


- Volume II presents financial information by individual departments and agencies, 
repeating some of the detail by appropriations contained in Volume I and reporting 
actual expenditures in relation to the supporting details included in the Estimates. It 
also provides other miscellaneous data on specific transactions and balances re- 
quested by Parliament. 


- Volume III includes the financial statements of Crown corporations and other corpo- 
rations in which the government has invested. 


Dae The 1965 Public Accounts, following Glassco, made these changes: 


- introduced the estimated value, by department, of services provided to or by others 
without charge; 
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- provided a memorandum statement of accounts receivable by department and 
agency; 


- deleted the listing of employees receiving salaries at annual rates of $8,000 or over 
and travelling expenses of $500 or over; and 


- deleted the listing of payments to suppliers and contractors receiving $10,000 or 
more. 


Consequent on the changes to the 1970-71 Estimates, further changes were made in the 
Public Accounts in 1971, affecting the text and certain statements. 


Suggested improvements 


2.38 Since the Estimates have such a significant impact on the Public Accounts, 
any changes that may result from a study of the former will automatically improve the 
latter. In addition, other matters such as those discussed in the paragraphs that follow 
should be studied with a view to improving the Public Accounts. 


2.39 Volume I now includes general summary information and all requirements 
for specific reporting established by legislation. The most important statements are spread 
through Sections 2, 9 and 10 of Volume I. Any person not intimately familiar with their 
location and content is likely to find them difficult to use and to relate one with another. 
Volume II presents supplementary information in a format which generally follows that of 
the Estimates. Much expenditure data included in Volumes I and II are repetitive. In the 
case of asset and liability accounts, Volumes I, II and III together provide detailed informa- 
tion as to the authority and purpose of the account, the balance outstanding and the details 
of transactions processed through the accounts, but with only limited cross-referencing of 
related information. 


2.40 The Report of The Independent Review Committee on the Office of the 
Auditor General made recommendations for improving the content of the Public Accounts. 
Specifically, it proposed that the most important statements should be brought together in 
the Public Accounts including: 


- astatement of expenditures and revenues; 
- astatement of changes in financial position or a statement of transactions; 


- astatement of assets and liabilities. 


Because these statements differ from the conventional statements having similiar names 
produced in the private sector they should be supported by an explanation of the account- 
ing practices followed in preparing them. 


2.41 Other changes that would improve the format of the Public Accounts, 
include: 


- Reduce the size and simplify the style of Volume I so that it emphasizes the sum- 
mary statements of the Government of Canada. Appropriation details should be 


4) 
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eliminated through cross-references to Volume II. The ideal should be something 
comparable in style and readability to the “‘Budget in Brief’’ presentation of the 
Estimates, but with more specific and substantive data. 


Include in Volume II all the information necessary to account for the appropriation 
authorities granted to individual departments and agencies. It should parallel as 
closely as possible the Estimates structure to facilitate review and maintenance of the 
government’s accountability to Parliament and should present complete details on 
the authority and transactions processed through non-budgetary and special ac- 
counts. Narratives should provide meaningful explanations of major variations 
between Estimates and actual results, related to quantitative data on program 
results, wherever possible. It should also contain information with respect to specific 
transactions, bad debts, real property holdings, minor grants and contributions and 
professional service contracts. 


Continue to provide in Volume III the financial statements of Crown corporations. It 
could contain a narrative statement of major changes during the year for each 
corporation together with summary analyses showing assets and liabilities, revenues 
and expenditures, by groupings of corporations. Any Crown-owned corporations not 
now included in Volume III should be added with appropriate explanations as to 
their different natures. This volume should also contain summary information on 
loans and advances to Crown corporations now included in Volume I of the Public 
Accounts, together with summaries of such key information as the gross revenue, net 
operating results, cash balances, net working capital position and net assets. 


Integration of the timing and content of departmental annual reports with the 


material supplied by departments for the Public Accounts would ensure that they are 
prepared in a consistent manner and complement the Public Accounts by providing cost 
details, quantitative information on results, and narrative information which cannot be 
provided within the constraints of the Public Accounts format. 


2.43 


The Public Accounts do not reflect the Estimates in all respects. For example: 


the ‘“‘functional”’, ‘“‘sub-functional”’ and “‘functional program”’ aggregation of costs 
in the Estimates is not reported in the Public Accounts in the same level of detail; 


capital projects itemized in the Estimates are not itemized in the Public Accounts in 
a way that facilitates comparisons; 


revenue detail is more aggregated; and 


the amounts in the Estimates columns under statutory authorities are not the 
amounts originally forecast in the Estimates. 


Since the detail in the Estimates supplements the more restricted content of appropriation 
acts in establishing the accountability of government, these inconsistencies should be 
corrected and preparation of the Public Accounts more closely co-ordinated with the 
Estimates. 
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Responsibility for improvements 


2.44 The Financial Administration Act gives the Minister of Finance authority to 
direct the form in which the Public Accounts will be prepared. In practice the Receiver 
General prepares the Public Accounts with little direction from the Minister. The form of 
the Estimates which are the responsibility of the Treasury Board directly affects the Public 
Accounts, since the Estimates provide the basis for the appropriations and prescribe much 
of the additional detail subsequently reported. 


2.45 There seems little reason in practice or in theory for the Minister of Finance 
continuing to be responsible for the form of the Public Accounts. The Department of Supply 
and Services should continue to act in a service role in preparing the Public Accounts, but it 
should not be responsible for the form and content. The responsibility should be assigned to 
the same central agency as is responsible for advising on the Estimates format and content, 
so that the two documents can be more closely co-ordinated. 


2.46 A single central agency should be responsible for the form of Estimates and the 
Public Accounts so that a more adequate and consistent accounting can be rendered to 
Parliament. 
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It ALLOCATION OF RESOURCES 


3.1 This chapter is not concerned with the wisdom of the decisions made in the 
process of allocating available funds but rather with the value and quality of the informa- 
tion on which the decisions are made. There is need for such information to be clearly 
formulated and understood if managers are to be expected to manage and control funds in 
line with Parliament’s and the government’s intent. 


3.2 Glassco made a number of proposals for improving the process of resource 
allocation, recommending that departmental estimates be prepared on the basis of pro- 
grams of activity and that more objective standards for analysis and comparison be devel- 
oped and employed in the review process by senior departmental management and Trea- 
sury Board. Glassco also dealt at length with non-tax revenue, recommending that depart- 
ments annually assess the operation of all services to the public and make recommendations 
for maintaining appropriate relationships between the revenues derived from the service 
and the cost of providing it. 


33 The Planning, Programming and Budgeting system (PPB), which influenced 
the new format for the Estimates in 1969, also changed methods of resource allocation. PPB 
recognizes that total resources are limited and that the government has to set priorities for 
resource allocation. 


3.4 The resource allocation process now includes four main stages: Establishment 
of Priorities, Program Forecasts, Main Estimates and Supplementary Estimates. The Estab- 
lishment of Priorities by Cabinet is intended to provide a framework for the Program 
Forecast. The Program Forecast, added as a stage in 1966, gives Treasury Board an 
opportunity to review departmental priorities and to set targets before formal Estimates 
submission. The Main Estimates provide the basis for financial authority to be requested 
from Parliament, and show the precise resources needed in the next fiscal year. Supplemen- 
tary Estimates result from changes in departmental requirements for the year, leading to 
additions to or adjustments in amounts reported in Estimates already tabled. 


2) Changes in the resource allocation process have been designed to facilitate 
allocation of resources in line with expressed government policies. Progress has been made, 
but it is apparent that weaknesses remain in the process as now constituted. 


3.6 This chapter describes reievant aspects of the resource allocation process, sets 
out some strengths and weaknesses, and proposes some opportunities for improvement 
under the following headings: 


- Communication of government objectives and priorities; 
- Program Forecasts and Estimates; 


- Non-tax revenues. 
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COMMUNICATION OF GOVERNMENT OBJECTIVES AND PRIORITIES 
Present process 


3.7 The resource allocation process starts with establishment of general priorities 
by the Cabinet Committee on Priorities and Planning after discussion of the major issues 
facing the government, and their financial implications for the year concerned. Objectives 
are stated in general terms and are not ranked in order of importance. Decisions are 
communicated to all ministers, as well as to deputy ministers, and thus are made known to 
departments. In future, objectives are to be set in the fall before departments prepare 
Program Forecasts, but this is not done now. 


3.8 In mid-March, approximately 12 months before the start of the estimates 
year concerned, the Cabinet reconsiders its priorities in the light of information provided to 
the Cabinet Committee on Priorities and Planning by the Department of Finance and the 
Treasury Board Secretariat. The Department of Finance prepares a fiscal framework state- 
ment projecting a number of factors for a four-year period including revenues, economic 
growth, price stability and employment. This statement also proposes an appropriate share 
of the gross national product for the federal government and recommends a fiscal stance to 
achieve economic balance. The four-year projection includes changes for the fiscal year just 
beginning (Current Year), considerable detail for the succeeding year (New Year) and 
more general information for the following two years. 


3.9 The Treasury Board Secretariat submits an expenditure forecast for the 
Current Year, a projection of the costs of continuing in the New Year and in the two 
succeeding years programs currently in existence, new programs or proposals approved by 
Cabinet, and the amount of reserves expected to be needed for unforeseen contingencies. 
The Secretariat also includes any significant new programs that it knows departments and 
agencies will propose in the impending Program Forecasts. 


3.10 The Treasury Board Secretariat, the Department of Finance and the various 
departments exchange information during the preparation of the documents submitted to 
Priorities and Planning. For example, the Treasury Board Secretariat, in its projections of 
expenditures, uses the Department of Finance’s economic assumptions on such matters as 
the consumer price index, the gross national product and unemployment. In addition, 
Treasury Board program analysts gather information from departments on such matters as 
projected workload increases, grants and contributions, transfer payments and capital 
projects. | 


3.11 In April, the Cabinet Committee discusses the submissions from the Depart- 
ment of Finance and the Treasury Board Secretariat. This results in a Cabinet document 
providing guidance on spending limits and tax policy changes for the New Year and the 
two succeeding years. It includes specific guidance on expenditures resulting from the 
implementation of new policy thrusts, general guidance on priorities for financing new 
programs and a decision on the amounts of reserves needed to allow for unpredictable and 
unavoidable expenditures. 
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iy V2 Throughout the year, the Treasury Board Secretariat receives further infor- 
mation on changing Cabinet priorities since a member of the Program Branch attends 
Cabinet committee meetings. 


3.13 Procedures for determining objectives and priorities within departments vary. 
The senior officers of few departments formally communicate either the government’s or 
their own priorities to staff involved in the initial preparation of Program Forecasts. More 
often, priorities are settled while reviewing Program Forecast submissions from within or 
else are left unsettled until Treasury Board review. 


Application of priorities 


3.14 Assignment of priorities results in changes in the means by which activities 
are undertaken, and the nature of or the level of attainment of various public services. 
Departments are expected to reflect Cabinet objectives and priorities in Program Forecasts, 
but since statements of objectives and priorities are not precise to the point of defining 
specific programs, departments make their own subjective assumptions concerning priorities 
within the broad guidelines given by Cabinet and the levels of available funds. 


3.15 When introduced, the Program Forecast was intended to provide an opportu- 
nity for longer-term planning by departmental management, and a means for Treasury 
Board to give preliminary guidance on the likely allocation of resources. In practice, many 
Program Forecasts are based on detailed budgets prepared by individual managers 
throughout departments. Few departments prepare long-range plans and many lack effec- 
tive short-term planning. Departmental perceptions of broad government objectives and 
priorities, as well as the department’s own objectives and priorities, are not communicated 
effectively to managers before they provide their input to the Program Forecasts. As a 
result, Program Forecasts submitted to the Treasury Board Secretariat often reflect an 
aggregation of the current objectives of individual managers rather than a unified response 
to objectives of the government or of senior departmental management. Managers tend to 
exert upward pressure on expenditure levels. Without properly established objectives and 
priorities, they have little reason to do otherwise. Time is spent preparing and reviewing 
abortive proposals, and programs responding to government objectives may not be planned 
so that they may start on a timely basis. 


3.16 In the approximately seven months between the submission of Program 
Forecasts and the submission of Main Estimates, governmental and departmental objec- 
tives and priorities may change. Additional expenditures approved by Cabinet later as a 
result of department submissions during the two-year period between the submission of 
Program Forecasts and the end of the year concerned can amount to nearly three times 
those authorized as part of the review of Program Forecasts. 


3.17 Communication of governmental objectives to departments in time for them 
to be reflected in Program Forecasts and Estimates is critical since current government 
objectives need to be supplemented and interpreted by departments before they can be 
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applied by those managers responsible for detailed budgeting. The extent and timing of 
such communications depends on a department’s choice as to when lower level manage- 
ment participates in preparing budgetary submissions. Inability of a department to commu- 
nicate the government’s and its own objectives and priorities probably indicates that its 
involvement of lower levels of management in detailed budget preparation is premature. 


3.18 There is need for governmental and departmental objectives and priorities, 
detailed enough to provide effective guidance, to be communicated formally and on a timely 
basis to managers responsible for the various aspects of financial planning. 


PROGRAM FORECASTS AND ESTIMATES 


Description of procedures 


3.19 The Treasury Board Guide on Financial Administration states that ‘‘Program 
Forecast submissions should be prepared centrally (by departments) because their purpose 
is to establish the levels of funding which are appropriate for each program taking into 
account competing demands for scarce funds”’. In practice, a significant number of depart- 
ments require operational managers to prepare detailed budgets to provide the basis for 
Program Forecast submissions to Treasury Board. 


3.20 Program Forecasts have two components: the A Budget is the cost of carrying 
on, at the same level of quality, existing programs and services; the B Budget is the cost of 
new programs or services, together with any improvements to those provided in the Current 
Year. 


3.21 _ In December approximately 15 months before the fiscal year concerned the 
Treasury Board Secretariat asks departments by letter to submit Program Forecasts. All 
such letters are basically similar, although some may request additional information. These 
letters also communicate any changes in preparation and submission procedures not re- 
flected in Treasury Board Secretariat publications dealing with resource allocation. 


3.22 Program Forecast submissions describe the purposes of each program, and 
analyse and justify forecast expenditures by activities and by standard objects of expendi- 
ture. The A Budget is calculated on an incremental basis using the Current Year Main 
Estimates as the starting point for the New Year forecast. There is virtually no attempt at 
zero-based budgeting (1.e. justifying all amounts requested), except in the areas of capital 
expenditures and grants and contributions. 


3.23 Program Forecast procedures for the A Budget allow certain increases to the 
Current Year Main Estimates (excluding capital and grants and contributions) in arriving 
at the A Budget for the New Year. Among these are the effects of specific Cabinet decisions 
since the Main Estimates, actual increases in wage costs, specific price increases, provisions 
for increases in workload and required increases in statutory payments. 


48 


3.24 The B Budget is less a formula approach. New proposals are supported by 
relatively lengthy narratives. Cost estimates, however, are presented only to the same 
activity and object-of-expenditure level as in the A base. 


3.25 Capital expenditures receive somewhat different treatment. The capital bud- 
get is a continually updated record of approved and proposed capital projects costing 
$250,000 or more, stating financial requirements and containing appropriate explanatory 
material. It covers a six-year period: the Current Year, the New Year, and the four succeed- 
ing years. Capital budgets are updated quarterly through submissions to the Treasury 
Board Secretariat. The most recent engineering estimates are used in capital budgets, and 
allowances for general price increases are not permitted. 


3.26 In addition to dollar requirements, Program Forecasts also forecast staff 
requirements, expressed in terms of man-years. For each activity in the Program Forecasts, 
man-years are disclosed in a manner similar to dollar requirements. Man-year forecasts 
show man-year totals for continuing employees and for casuals and others. 


S27 Program Forecasts and Estimates are dealt with according to the following 
timetable covering the year immediately preceding the beginning of the fiscal year to which 


they apply: 
April and May 


- Submissions are analysed in the light of government priorities and briefing docu- 
ments are prepared for review and submission to Treasury Board. 


June and July 


- Treasury Board reviews submissions and briefing documents with responsible minis- 
ters and recommends total budgetary levels for departments for consideration and 
approval of the Priorities and Planning Committee and Cabinet. 


August 


- Letters are sent to departments by Treasury Board giving them their approved 
budgetary levels. 


October and November 


- Main Estimates are submitted by departments to Treasury Board where they are 
analysed with particular attention to departures from proposals submitted, sup- 
ported and approved in the Program Forecast review. 


December 


- The Estimates are considered by Treasury Board and then by Cabinet for approval 
of final appropriation levels. 
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February 


- The Main Estimates ‘‘Blue Book’’ is tabled in Parliament. 


The process is illustrated in greater detail in Exhibit D (page 51). 


3.28 Following the Main Estimates, departments must provide Treasury Board 
with forecast man-year requirements for each quarter of the fiscal year for each activity. 
Within approximately three weeks after the end of each quarter, departments are required 
to submit actual man-year usage reports to the Secretariat. 


3.29 Supplementary Estimates are normally called for in two stages, in September 
and again in January. They are submitted to the Treasury Board Secretariat in the subse- 
quent month and are tabled during the second month after the call. Supplementary Esti- 
mates are required for programs approved since submission of the Main Estimates, for 
unforeseen additional expenditures on previously approved programs and for reallocation 
of funds between votes administered by the same department. 


3.30 In addition to advancing new proposals through the B Budget at the Program 
Forecast stage, departments prepare submissions during the year requesting approval of 
new programs. Those requiring policy decisions are referred to Cabinet committees for 
policy approval; others are referred to the Treasury Board for approval in principle. 


3.31 A Quarterly Expenditure Review presenting the financial requirements for all 
approved submissions is prepared for consideration of Treasury Board and the Cabinet 
Committee on Priorities and Planning. Supplementary Estimates are restricted to require- 
ments that have received Treasury Board and Cabinet approval through the Quarterly 
Expenditure Review. 


Assignment of responsibility for Program Forecasts 


3.32 The Program Forecast and Estimates Manual states that Program Forecast 
submissions should be put together from the “‘top down” rather than from the “‘bottom 
up”. In the “top down” approach, Program Forecasts are prepared centrally by senior 
departmental management with other levels providing planning information through con- 
tinuous dialogue within headquarters and between headquarters and regions. The ‘‘top 
down”’ approach unifies planning, while still providing for that vital input by lower-level 
managers which is necessary to ensure that major evolving issues are considered in the 
Program Forecasts and that managers will feel a commitment towards the resulting budget. 


3.33 The “‘bottom up”’ approach involves combining individual forecasts prepared 
at the various levels within the organizational hierarchy. Its use by many departments has a 
number of implications, such as: extemely lengthy Program Forecasts and excessive detail 
as compared to laid-down requirements; wasted time of lower-level managers; and frustra- 
tion on the part of these managers over seemingly arbitrary budget changes made subse- 
quently. This is made worse where departments, as noted previously, ask managers to 
prepare Program Forecasts with little or no communication of priorities or guidance. 
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3.34 The detailed forecasts, prepared by lower-level managers approximately 15 
months before the New Year, often form the basis for the detailed operating budgets 
against which performance is eventually measured. These detailed budgets should be 
prepared later when program issues are settled, price changes known and the results of the 
Current Year’s operations at least partially available. 


3735 One reason for the common use of the “‘bottom-up”’ approach is the per- 
ceived continuity between the Program Forecast and Main Estimates submissions. Budget 
levels set by Treasury Board based on Program Forecast review are thought to be effective 
expenditure ceilings for the preparation of Main Estimates. Although one stated purpose of 
the Main Estimates is to demonstrate that a detailed costing of resource requirements has 
been carried out, in practice this is done at the Program Forecast stage. 


3.36 Senior management of departments and agencies should prepare Program 
Forecasts centrally with other levels of management providing information for planning, 
primarily through continuous dialogue with headquarters. 


Content of Program Forecasts submissions 


337 The defined procedures for preparing Program Forecasts give rise to detailed 
information not required by the Treasury Board Secretariat in allocating most resources. 
Conversely, Program Forecasts often lack information necessary for Treasury Board pur- 
poses and it must be obtained by direct inquiry. In particular, the objectives and costs of 
activities are often ill-defined, resulting in poorly-supported requests for resources. 


3.38 _ Unnecessary detail now included in Program Forecasts could be eliminated 
by recognizing the fundamentally different nature of the various departments and agencies 
and by considering further the information truly required at the Program Forecast stage. A 
suitable degree of accuracy could be obtained through centrally prepared forecasts for 
certain relatively static and predictable programs. Additional information may be required 
for programs of a more fluid, volatile nature, but some types of information now required 
do not appear essential for any programs. For example, the breakdown of expenditures for 
some standard objects is prepared by some departments by simply pro-rating the New 
Year’s forecast on the basis of the Current Year’s objects. As a result the inclusion of this 
information could be misleading. Furthermore not all standard objects are required for 
review. 


3.39 Detailed Program Forecast information requirements could be specified for 
each program. A reduction in detailed information requirements would tend to encourage 
departments to use the “‘top-down”’ approach. However, this will not be achieved without a 
more flexible attitude to changes between Program Forecasts and Main Estimates. 
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3.40 Program Forecast information requirements should be studied to make certain 
that they contain only essential detail and specify requirements which recognize the fundamen- 
tally different natures of the various departments and agencies and the diversified programs 
they administer. 


Evaluation of continuing programs 


3.41 As discussed previously, the A Budget element of the Program Forecast, 
except for the capital and grants and contributions portion, is prepared on an incremental 
basis. As a result, the major portions of continuing programs are not automatically sub- 
jected to a regular program review by departments, by Treasury Board, or by Cabinet, 
although there is some evidence that departments may perform reviews of programs as a 
means of freeing resources for higher priority items. Departmental, Treasury Board and 
Cabinet officials are not adequately aware of the detailed activities, costs and results of 
programs. Each year, review of the B Budget gets most attention, but specific items in the A 
Budget are identifiable only with the greatest of difficulty. 


3.42 The Treasury Board often gives departments approval for B Budget items but 
does not approve additional funds for them. The Board advises departments to eliminate or 
to reduce a lower-priority activity in favour of a new one. This practice causes some review 
of continuing activities, but it does not appropriately consider the possibility that other 
departments and programs may contain still lower-priority items which ought to be 
discontinued. 


3.43 Continuing programs and policies require improved evaluation to weed out 
the redundant, to improve the faulty and to ensure that they appropriately reflect the 
government’s changing priorities. This involves a review of the basis for and the operation 
of the detailed activities, sub-activities, projects and processes carried on within programs 
and an assessment of the results attained relative to costs incurred. 


3.44 | Plans call for evaluation studies at Cabinet initiative in response to perceived 
problems or issues, or by Cabinet selection from a list assembled annually by the Privy 
Council Office and the Treasury Board Secretariat. This approach, which plans to include 
approximately five to 10 studies annually, focuses the analytical capabilities of departments 
and central agencies on areas identified by Cabinet as of particular concern. It appears that 
Cabinet evaluation studies will tend to concentrate on policy issues rather than on the 
detailed aspects of the implementation of policies and will be limited to programs of a 
relatively high policy significance. 


3.45 In addition to the Cabinet evaluation studies, departments should justify, on 
a cyclical basis, all continuing programs and activities. This review, however, calls for much 
improved information on the various activities, their costs, and their results before a 
comprehensive zero-based review would be possible to identify marginal activities which 
normally would escape scrutiny in the type of review called for in the Cabinet studies. 
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3.46 All programs should be reviewed in detail on a cyclical basis. Reviews should be 
conducted by departments, with appropriate central agency participation to provide an ade- 
quate basis for them to perform their resource allocating and budget monitoring 
responsibilities. 


Review of personnel requirements 


3.47 It appears that many departments prepare Program Forecasts without any 
realistic assessment of the chances of filling new and vacant positions. Program Forecasts 
assume that the persons with the required skills will be available at established salary levels 
to fill the new positions. Experience shows this assumption to be faulty, and instead 
departments have funds available for other purposes, reducing the need for them to exercise 
close budgetary control. Personnel implications of departmental requests do not go to the 
Treasury Board’s Personnel Policy Branch and the Public Service Commission until after 
budget levels have been established by the Cabinet. This denies them, and the personnel 
staff of departments, an opportunity to advise on unrealistic proposals. Procurement of 
personne] with the required skills at the required time is a significant factor in the success of 
most programs. It is critical to determine whether the required people are likely to be 
available before approving departmental spending forecasts. The recruiting function ur- 
gently needs as much lead time as possible. Before Treasury Board approves budgetary 
levels, department personnel divisions should review inputs to Program Forecasts, and the 
Personnel Policy Branch and the Public Service Commission should also review their 
personnel implications. 


3.48 Departmental personnel divisions should participate in the review of Program 
Forecasts. In addition, the Personnel Policy Branch of the Treasury Board Secretariat and the 
Public Service Commission should be consulted on the personnel implications of Program 
Forecasts before Treasury Board approval of budget levels. 


Quality of information in submissions 


3.49 The Program Forecast and Estimates submissions suffer as a result of inade- 
quate data. There are several major deficiencies. 


3.50 . Departments have defined program objectives and have identified activities 
within each program to meet the requirement to include them in Estimates submitted to 
Parliament. However, few departments can relate their costs or results to such objectives 
and activities in an accurate or useful manner. 


Be | Although the Treasury Board’s Program Branch does suggest improvements 
in the presentation of departmental programs and activities from time to time, their devel- 
opment requires an intimate knowledge of a department’s work and a thorough under- 
standing of accounting and program budgeting practices. It would appear that Program 
Branch staff lacks the time and training to insist that departments develop proper cost- 
classification systems, and that departments may not be unhappy with a situation which 
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gives them the funds they need with minimal disclosure of the purposes for which they are 
to be used. 


3.52 Program Forecasts are usually based on organizational costs or are prepared 
in such an approximate fashion that detailed assessment of costs in relation to operational 
results is rendered extremely difficult. Thus, there is little basis for questioning the efficiency 
or effectiveness of what is being done within each organizational unit. 


Bind Operational Performance Measurement Systems (OPMS) described in the 
next chapter, are being developed by the Treasury Board Planning Branch to remedy this 
deficiency. OPMS has been implemented in a number of programs with varying degrees of 
success. Information from applications of OPMS was provided in 1974-75 Program Fore- 
casts in connection with approximately 45% of the total authorized man-years. However, in 
accepting such data, Treasury Board has not emphasized sufficiently the need for accuracy 
and validity. Nevertheless, performance measurement systems will unquestionably be use- 
ful for purposes of resource allocation. 


3.54 There are inadequacies in the other data submitted in Program Forecast and 
Estimates submissions. With the exception of major expenditures on capital and on grants 
and contributions, all A Budgets included in the Program Forecasts use the Current Year 
Main Estimates as the starting point with a number of factors added on to arrive at the 
New Year budget. Departments are not required to justify the continuing content of A 
Budgets, and in fact, very few programs have information available which would permit 
such justifications. There is little systematic analysis by the Treasury Board Secretariat of 
continuing activities, a basic assumption appearing to be that funds once granted are 
available to program management to reallocate as priorities dictate. 


Se)5) Treasury Board has a major role in resource allocation, but as outlined in the 
next chapter, it has no means of effectively checking program expenditures and results to 
ensure that funds are spent in general accordance with the plans for which they were 
granted. Actual expenditures are not reported or analysed on a detailed basis to determine 
the implications, if any, for future resource allocation. 


3.56 Program forecasts are submitted to Treasury Board at the end of March for 
the year beginning 12 months later. To meet this deadline, many departments start Pro- 
gram Forecast preparation approximately 15 months before the New Year. Because of this 
timing, the latest full-year actual information available is for the third year preceding the 
New Year. Program Forecasts thus tend to ignore the correcting effects of actual experience 
in the Past Year. Program Forecasts, when submitted, present Past Year expenditures 
which are usually based on actual figures to December 31 plus a projection of expenditures 
to the end of the fiscal year. Departments traditionally tend to overstate the projected 
expenditures for the last three months of the year, often because of unfounded optimism 
that programs will go according to plan and because of reluctance to present projected 
lapses to the Treasury Board Secretariat due to a possible downward effect on New Year 
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appropriations. There appears to be little organized follow-up by the Treasury Board 
Secretariat to ensure the integrity of the Past Year expenditure projections supplied by 
departments. Since data on current expenditures are incomplete and expenditure projec- 
tions are of questionable reliability, the Secretariat lacks adequate comparative information 
on which to make resource allocation decisions. 


S51 Requiring departments to project in Program Forecast the two years follow- 
ing the New Year is of questionable benefit since the majority make no serious attempt to 
prepare accurate forecasts. Projections appear to be prepared on an arbitrary, perfunctory 
basis and tend to understate the increases which may be required. There is no effective 
follow-up by the Treasury Board Secretariat to verify or monitor the accuracy of the 
forecasts and these are virtually ignored as a planning tool. More conscientious follow-up of 
forecasts by the Treasury Board Secretariat for the two years following the New Year would 
encourage departments to place more emphasis on the long-range planning function. This 
follow-up is essential if future year expenditure implications are to be adequately recog- 
nized before the government is committed to a new program. 


3.58 The Program Forecast and Estimates Manual states that the lack of a 
deduction from expenditure budgets for productivity increases should compensate for the 
lack of provision in budgets for general price and wage increases. Because of high rates of 
inflation in the past few years, this policy represents a significant and arbitrary reduction in 
the budgets of all programs and thus ignores basic differences in the amounts of leeway in 
budgets of various programs, the varying natures of programs, the varying effects of infla- 
tion, and the available scope for productivity increases. This approach appears to encourage 
program managers to overstate other budget requirements in order to obtain excess funds 
to cover inflation. It is also more difficult to absorb by better managed programs since they 
have less opportunities for productivity improvement. 


3:59 It is appreciated that considerations not related to the resource allocation 
process dictate a conservative approach to forecasting the impact of inflation on wage rates. 
In addition, the Treasury Board contingencies vote is available to departments to meet 
shortages resulting from salary revisions in excess of those built into Program Forecasts and 
Main Estimates. 


3.60 Departments may reflect announced price increases in Program Forecasts 
and Main Estimates. However, since departments make their own calculations, budgetary 
submissions incorporate different percentage increases for similar types of purchases. The 
Program Branch examines departmental support for the various percentages, but depart- 
ments often lack the time, expertise or reliable historical data to calculate accurately the 
increases for individual types of expenditure. Research into announced price increases 
should be performed centrally, and departments should be advised of percentages to be 
incorporated in Program Forecasts and Main Estimates. 
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3.61 For a number of departments, year-to-year fluctuations in inventory levels 
could substantially affect the appropriations for any one year. Such fluctuations do not 
normally come to the attention of the Program Branch during the resource allocation 
process, because the detail to support Program Forecast and Estimates submissions does not 
require inventories to be disclosed separately. 


3.62 Some changes appear to be appropriate in one other area. In the last five 
years large numbers of capital projects have exceeded the original appropriations by 
amounts well in excess of those due to inflation. Once a project begins the government has a 
definite commitment to complete it, usually without regard to the eventual cost. The capital 
part of the Estimates represents a significant portion of total expenditures. It is therefore 
critical that realistic cost estimates be available during the resource allocation process to 
ensure that funds are allocated on the most desirable basis. Some projects might not have 
been started if the actual costs had been known during the approval process. 


3.63 All these deficiencies indicate a need to improve the quality of data used in 
the resource allocation process. The Treasury Board Secretariat has not given these matters 
the attention they deserve. If effective action is to be taken some new thrust must be 
developed and sustained. 


3.64 Action needs to be taken to improve the quality of the data contained in 
Program Forecast and Estimates submissions by: 


- reassessing the suitability of the present structure of departmental programs and 
activities, 


- promoting the use of procedures to extend the capability of financial systems to measure 
performance; 


- reviewing in greater detail data submitted by departments; 


- following up on actual expenditures as a means of assessing the quality of budgetary 
data; 


- establishing centrally the basis of amounts included to cover inflation; 
- reviewing the effect of changes in inventory levels; and 
- following up on future-year projections included in Program Forecasts. 


Communication of procedures and decisions 


3.65 The Program Forecast and Estimates Manual, the Budgetary Circulars, the 
Planning Programming Budgeting Guide, and the Operational Performance Measurement 
Systems Manual, all prepared and circulated by the Treasury Board Secretariat, contain 
instructions on the preparation of Program Forecasts. The Treasury Board Guide on Finan- 
cial Administration also gives guidance on various aspects of the budgetary process. The 
Treasury Board Submissions Manual covers the general nature and format of submissions 
to the Treasury Board Secretariat. Within many departments, these manuals and other 
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instructions are replaced by departmental budgeting manuals which vary considerably in 
quality. 


3.66 The documents which communicate the budgetary process to departments 
present a fragmented picture of the various rules and philosophies. The Program Forecast 
and Estimates Manual states that the principles of the budgetary system to which the 
Program Forecast and Estimates submissions relate are described in the Treasury Board 
Planning Programming Budgeting (PPB) Guide. The PPB Guide, originally printed in 
1969, has not been brought up to date since and is now out of print with no decision on 
whether to reprint it. Four separate budget circulars contain detailed budgetary procedures 
dealing with specific topics such as capital expenditures. The Treasury Board Guide on 
Financial Administration contains useful information, not included in the Program Forecast 
and Estimates Manual, concerning the methodology for the preparation of budgets. In 
addition, the Operational Performance Measurement System Manual contains details of the 
role of OPMS in resource allocation. The overlapping and interrelationships between these 
various documents have caused confusion within departments. 


3.67 To clarify the system and procedures, appropriate sections of the current 
manuals should be combined in a comprehensive resource allocation manual. The compre- 
hensive manual should include the present Program Forecast and Estimates Manual, the 
contents of the four budget circulars, and an up-to-date version of the conceptual material 
contained in the PPB Guide and in the other specialized guides and manuals. 


3.68 The Treasury Board Submissions Manual discusses the general nature and 
format of the various types of submissions to Treasury Board, other than the Program 
Forecasts, Main Estimates and Supplementary Estimates. Many of the submissions involve 
substantial amounts of resources and must be processed by the Secretariat or the Cabinet, 
or both of them, with considerable haste. It is therefore critical that submissions be properly 
presented and contain sufficient information to permit timely decisions. The Submissions 
Manual is badly out of date. References to such items as the Comptroller of the Treasury, a 
function discontinued in 1969, tend to reduce its credibility and usefulness and may have a 
detrimental effect on departmental attitudes to submissions. An updated version of the 
Manual has been in draft form for approximately two years. Every effort should be made to 
issue it as soon as possible. 


3.69 Letters to departments in August informing them of the budgetary levels 
established by Cabinet contain only the approved levels and do not attempt to explain the 
differences between the resources requested and those authorized. Departments may ask 
program analysts for details of the areas within programs in which requested resources have 
been refused. The Treasury Board Secretariat does not comment in writing concerning the 
nature and quality of the information contained in Program Forecasts nor does it offer 
suggestions for eliminating the deficiencies in future years. 


3.70 The quality of the information and the presentation of Program Forecasts 
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varies from department to department. Deficiencies tend to appear year after year in the 
submissions for particular programs and any improvements are usually initiated by depart- 
mental staff. The Program Branch is obviously in a unique position to evaluate the quality 
of the Program Forecasts. Indeed, it has a vested interest in attempting to improve the 
quality of submissions, the adequacy of defined activities, the provision of OPMS informa- 
tion and the department’s general approach to budget preparation. 


3.71 A comprehensive resource allocation manual should be prepared containing a 
consolidated, updated version of appropriate sections of Treasury Board manuals, guides and 
circulars which deal with the resource allocation process. These should be supplemented by 
annual letters to each department suggesting improvements in the quality, content and presen- 
tation of the past year’s submissions. Departments should formally reply stating plans for 
improvement. 


Program analysts 


SEP At present, there is significant turnover among program analysts within the 
Program Branch of the Treasury Board Secretariat. The Branch’s approximately 45 pro- 
gram analysts have average experience of roughly 25 months. If the six longest-service 
analysts are disregarded, the average drops to 18 months, which therefore includes only one 
complete budgetary cycle. 


3573 The present high turnover of program analysts apparently results from a 
number of factors. One is the change in approach from the pre-Glassco period when persons 
were introduced into the Program Branch at a more junior level and were encouraged to 
develop medium to long-term specialized careers within it. Now individuals of demon- 
strated ability are engaged by the Secretariat, usually for an agreed period of three years, 
recognizing that they will eventually move to operating departments. Unfortunately many 
program analysts are leaving the Board before this period has ended. 


3.74 | The turnover rate creates a significant problem. Resource allocation is a 
complex and important facet of governmental financial administration. Because of this 
complexity and their own lack of familiarity with the departments being analysed, program 
analysts cannot be fully effective in their first budgetary cycle within the Program Branch. 
Program Branch group chiefs and directors provide some safeguards, but many group chiefs 
have not had experience as program analysts. During their second and third budget cycles 
effectiveness of analysts generally improves significantly. 


3.75 The Treasury Board Secretariat should study the reasons for the high rate of 
turnover of program analysts and take steps to remedy the problem. 


Documentation of procedures 


3.76 The effect of the staff turnover has been made worse by a lack of adequate 
initial training and of standard procedures with regard to methods of assessing submissions. 
The Program Branch now is developing a more comprehensive training program for new 
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program analysts. The nature of the review task and the wide variety of departments call for 
considerable flexibility yet standard operational check lists are needed to ensure reasonable 
uniform quality and approach. In addition, defined standards for documentation of proce- 
dures and the basis of decisions would help new analysts adapt more quickly to their duties. 


BEN The Program Branch ought to develop standard internal checklists, question- 
naires and methods for documentation of decisions. 


Training in procedures 


3.78 People involved in resource allocation within departments now are not 
required to participate in any training programs. Aspects of the process are included in 
various general courses offered by the Public Service Commission and in departmental 
training sessions. However, many involved in the process receive no formal training on 
either concepts or detailed procedures. For example, Treasury Board analysts rarely attend 
such courses. 


B19. No training course is available centrally covering the resource allocation 
process in depth. Such a course should be developed and should be compulsory for those 
primarily concerned with the budgetary function in each department and central agency. 
People attending this course should be responsible for training any others within their 
departments who are involved in the process to any significant degree. There appears now 
to be widespread misunderstanding of some of the basic principles of the resource alloca- 
tion process, and a well-prepared, intensive course could be instrumental in significantly 
improving departmental contributions. 


3.80 An intensive training course covering all appropriate sections of the resource 
allocation process should be developed and made compulsory for all officials primarily involved 
with the planning and budgeting functions in each department and agency. 


NON-TAX REVENUES 


3.81 Where applicable, Program Forecast submissions contain a revenue sum- 
mary, for each program and for each activity listing under separate headings revenues 
credited to the vote and revenues credited to the Consolidated Revenue Fund. Within 
these, major revenue sources are disclosed. Forecasts of revenue from taxation are made 
separately by the Department of Finance. 


3.82 Treasury Board issued in 1966 a Management Improvement Policy circular 
stressing responsibility of departments for revenue from services to the public and providing 
a brief description of the criteria for determining charges. Changes in the Financial Admin- 
istration Act in 1969 empowered the Governor in Council to prescribe fees or charges for 
services on the recommendation of Treasury Board and to delegate that authority to the 
appropriate Minister. Since 1969 many departments sought to introduce or increase fees 
and charges for services to the public and a substantial number were deferred for a variety 
of reasons. 
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3.83 Government actions to facilitate the review and revision of revenue rates 
have not been fully effective because departments refer to their previous experience as a 
justification for failing to conduct regular reviews to see whether increases or reductions are 
justified. 


3.84 The public receives numerous services for which charges are made or for 
which it may be appropriate to recover part or all of the costs. Departments collected non- 
tax revenues in the order of $300 million in the 1974-75 fiscal year, which is derived from 
postal services, licences, permits, privileges and other services. Substantial amounts are 
involved and the potential for further revenues fairly chargeable to the recipients of specific 
services may be significant. 


3.85 Primary responsibility for assessing revenue policies and identifying any need 
for changes lies at the departmental level. The Financial Administration Act permits but 
does not require a Treasury Board review of these policies on a regular basis. Revenue 
estimates are included in annual Program Forecast submissions to Treasury Board, but 
there is no review of the policies giving rise to these revenues. 


3.86 Departments should be required to assess services to the public annually within 
guidelines given to them by Treasury Board and to submit recommendations for continuing 
revenue policies or for increasing or reducing fees charged because of changes in the services 
offered or in the cost of providing them. Treasury Board should in turn be required to submit 
annual recommendations on revenue policies to the Governor in Council for consideration 
under the provisions of Section 13 of the Financial Administration Act. 
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IV BUDGETARY CONTROL 


4.1 Budgetary control can take a variety of forms. The simplest and most basic is 
to record expenditures in relation to approved appropriations and allotments to ensure that 
they are not exceeded. This form, for which there is a statutory requirement, is designed 
only to ensure that expenditure limits are respected. It makes no provision for ensuring that 
desired results are obtained. 


4.2 A more effective approach compares actual expenditures to a predetermined 
plan so departures may be spotted for investigation. This is achieved through a system of 
financial reporting that compares actual expenditures with planned expenditures, with 
variances being explained on an exception basis. Such systems are more useful if they 
include data on planned and actual operational results to which expenditures may be 
related. 


4.3 Budgetary control systems are essential for departmental management. The 
government as a whole also needs some means of assurance that spending limits are 
respected and that resources allocated are attaining the desired results. This can be 
achieved in two ways: first, by ensuring that departmental systems are adequate for this 
purpose; and second, by monitoring the information provided by such systems to ensure 
that its significance is fully appreciated and is reported to those responsible for taking 
corrective action. 


4.4 These subjects are discussed under the following headings: 
- Cash control systems 
- Control through periodic financial reporting 


- Central budgetary control 
CASH CONTROL SYSTEMS 


4.5 The Financial Administration Act requires departments to maintain various 
records for budgetary control and reporting purposes. These include appropriation, allot- 
ment and commitment records. 


4.6 The requirement for appropriation control begins as soon as the authority for 
expenditures is released to departments. Section 21 requires departments to maintain cash 
control records to ensure that payments do not exceed approved appropriation levels. This 
is further reinforced by Section 26(3), which requires a person approving an account for 
payment to ensure that it will not result in expenditures exceeding appropriation levels or in 
balances insufficient to honour outstanding commitments. 


4.7 Section 24 requires appropriations to be divided into such allotments as 
Treasury Board may require and departments to maintain records and control systems to 
ensure that these are not exceeded. 
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4.8 Departments are also required to maintain a record of undischarged commit- 
ments. Section 25 requires that commitment records be maintained in order to have an 
accurate record of free balances available for additional commitments. 


4.9 In addition to the requirements of the Act, the Treasury Board Guide on 
Financial Administration contains three directives which state: 
“‘Control accounts shall be maintained, on behalf of the deputy head, by financial officers or 
by other officers with payment authority for each appropriation and for each allotment 
prescribed by Treasury Board, whether departments are operating under full or interim 


supply appropriations or special Governor General’s warrants, so that expenditures in rela- 
tion to these limits can be determined at any time. 


‘‘Where payment authority is delegated to officers in decentralized locations, allotments shall 
be divided into sub-allotments for each such officer, and control accounts shall be maintained 
for each sub-allotment so that officers requisitioning payments are able to control requisitions 
in relation to the undischarged commitments and free balances in their sub-allotments. 


“To comply with the statutory requirement to keep records of commitments and to certify the 
availability of funds before entering into commitments, departments shall: 


“- for administration, operation and maintenance expenditures, retain for each responsibility 
centre copies of all documents recording undischarged commitments and report the total of 
all such items for inclusion in periodic budgetary control reports; and 


‘“‘. for capital, and grants and contributions expenditures and for multi-year expenditures, 
maintain a continuing record of individual commitments by fiscal year.”’ 


These directives for the most part re-emphasize departmental control systems required by 
the Act. In addition, there are three guidelines which state: 

“Because annual appropriations are for services coming in course of payment during the fiscal 

year, departments should ensure that payments are requisitioned and processed promptly so 


that all accounts are paid in the fiscal year in which goods or services are supplied and in 
which funds are provided. 


““Cash forecasts which recognize the impact of operational and seasonal factors on cash flow 
should be prepared periodically in each department; a simple extrapolation of the current or 
prior year’s disbursements will seldom provide a sufficiently accurate cash forecast. 


“Separate financial reports, which provide information on disbursements, undischarged 
commitments and free balances by appropriation, allotment and sub-allotment, should be 
provided to financial officers and other officers with payment authority to enable them on 
behalf of the deputy head to control cash flow in relation to limits imposed by annual and 
other appropriations and by allotment.”’ 


Use of allotments 


4.10 Departments generally are maintaining adequate records of appropriations 
and allotments. In recent years, standard Treasury Board allotments were established for 
grants and contributions, salary adjustment reserves, operating costs, and capital items. 
Commencing April 1, 1975, salary funds have been placed in separate allotments. There are 
other situations where separate allotments should be created. Examples were observed 
where departments forecast expenditures for a specific purpose for the year based on the 
average amount required over the preceding years. Where these allotments are insufficient 
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for this purpose, departments request additional resources through Supplementary Esti- 
mates. Where the actual costs are less than the estimates, they tend to use the balance for 
other purposes. 


4.11 The purpose of subdividing appropriations into allotments is to ensure that 
departments do not use funds intended for a specific purpose for other matters. Too many 
allotments within appropriations would be overly restrictive to departments in conducting 
day-to-day operations. Nevertheless, it would appear that the statutory provision which is 
available to Treasury Board is now too little used to guard against departments covering up 
operating inefficiencies by using funds for different purposes than originally intended. 


4.12 Treasury Board should give more consideration to establishing separate allot- 
ments where significant amounts of funds are provided for purposes that are discretionary and 
therefore controllable by management. 


Need for Commitment Accounting 


4.13 To exercise even a minimum level of control, departments should record 
transactions promptly in relation to appropriations and allotments to ensure they are not 
exceeded. Although this provides little control within the year and does not measure 
amounts spent in relation to planned results, it ensures that ceilings are not exceeded. 


4.14 Cash forecasting adds a further degree of control over appropriations and 
allotments by estimating excesses or lapses at the end of the year. Essentially, cash forecast- 
ing involves projecting cash requirements based on experience to date so that comparisons 
can be made with appropriations to determine whether a shortfall or overrun for the year is 
anticipated. This can be done by combining projections of individual managers with 
budgetary responsibility or by analysing trends of the current and prior year. It is prudent 
for departments to make both of these projections so that differences may be examined 
further. This helps a department to control cash during the year, but it provides no assur- 
ance that the money is spent for the purposes for which it was appropriated. 


4.15 Departments can improve control over appropriations and allotments by 
recording commitments and by earmarking funds to discharge them, thereby identifying 
free balances left before entering into additional commitments. Although this procedure 
helps to ensure that appropriations and allotments are not exceeded, it provides neither 
budgetary control during the year, nor assurance that the spending was for the purposes 
intended. 


4.16 Legally all departments are required to maintain detailed commitment 
records throughout the year, but many departments do not feel that this is necessary as they 
have not exceeded their appropriations in the past and are unlikely to do so in future. Other 
departments feel that other types of controls, such as through operating budgets and 
financial reports, make them aware of any danger of exceeding appropriations in time to 
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take corrective action. Also, they feel that recording of commitments to ensure that appro- 
priations are not exceeded is generally not required until near the end of the fiscal year 
when departments may be approaching their annual spending ceilings. 


4.17 Departments with appropriate systems of budgetary control and financial report- 
ing should be required to record commitments only as necessary towards the end of the year. 


CONTROL THROUGH PERIODIC FINANCIAL REPORTING 


4.18 The Guide on Financial Administration has two important guidelines associ- 
ated with control of operating budgets and financial reporting, which state: 


“Each responsibility centre manager should control the utilization of the resources in his 
budget through a system whereby: 


**_ costs by activity elements and reporting objects are budgeted by period in relation to planned 
output; 
“*. actual costs and outputs are reported by period; and 


‘“*. variances between budgeted and actual costs in relation to outputs are analysed with a view 
to corrective action. 


“Financial management reports, which periodically relate actual and planned costs to out- 
puts, should be prepared for responsibility centre managers, for their supervisors and for staff 
advisers responsible for activities to provide them with the information required to control 
costs in relation to outputs.”’ 


These emphasize the need for the budgeting by results anticipated from each organizational 
unit with these being forecast in turn by reporting periods. Prompt reporting of actual costs 
and results by the same time periods permits variances to be analysed with a view to 
corrective action. 


4.19 Activity structures of most departments are not well defined for purposes of 
budgetary control and financial reporting. In many, activities are defined so that they 
represent the costs of organizational units within the department. In others, headings are 
used to indicate the purpose or nature of the operations being provided for, but the 
amounts are only broad approximations of costs. Most departments do not appear to have 
made much effort to determine the costs of the various services or products for which they 
are responsible. Where individual operations, services or projects are planned and costed 
for managerial purposes, often the information does not become an integral part of the 
budgetary control and financial reporting system of the department. 


4.20 It is possible to have a good system of budgetary control and financial 
reporting on a variance basis only when the basic building blocks of the budget are 
identified properly and costs and results are accumulated so as to disclose the relationship 
between money expended and value produced. If cost elements are properly identified, data 
can be accumulated to justify organizational budgets and to provide a useful basis for 
compiling costs in a significant manner. Costs are particularly useful when the same process 
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is carried on in a number of organizational units as it permits the performance of responsi- 
bility centres to be compared. 


4.21 If an employee is involved in more than one activity, it is necessary to have 
some means of accurately estimating time spent on each so as to distribute costs correctly. 
Without accurate analysis of such costs, comparisons and aggregations of cost data become 
meaningless where labour is a significant cost component. 


Budgetary Data Used 


4.22 Most departmental budgetary control and financial reporting systems are 
unsatisfactory because detailed operating budgets prepared by many departments are 
frequently unrealistic. Many departments prepare operating budgets as part of the Program 
Forecast or Main Estimates processes, each of which is too far in advance of the beginning 
of the fiscal year to provide a good basis for subsequent control. Many managers begin the 
fiscal year with detailed budgets based on totals either in the Main Estimates submission 
prepared five to six months earlier or in the Program Forecasts prepared up to 15 months 
earlier. Budgets may not reflect reductions made in submissions. If they do, only the totals 
are arbitrarily reduced and specific reductions are not identified. Moreover, detailed bud- 
gets may not reflect changes in prices, economic conditions, operating plans or the availabil- 
ity of staff since the original amounts were approved. The problems of comparison are made 
more difficult since many departments have over recent years developed reserves within 
their budgets applicable to unfilled positions. As a result, many operating budgets are 
excessive. There are few organizational units without one or more unfilled positions and 
these funds provide a hedge against deficiencies in budgeting for other types of expenditure. 
Thus, it is not surprising that in the past some departments have been able to operate with 
inadequate budgetary control systems. 


4.23 For operating budgets to be effective, the detailed budgets should always be 
a realistic month-by-month estimate of anticipated costs and performance against which 
managers can be held accountable. Where plans change after preparing the detailed 
operating budgets it is appropriate to amend them as long as controls are maintained to 
ensure that in aggregate they do not exceed given allotments. Budget amendments should 
go through the same process as the original budgets to ensure that changes are approved at 
the appropriate level of authority. Any changes to the detailed operating budgets of manag- 
ers should be discussed with them. For example, it may be appropriate to: 


- delete from detailed operating budgets costs and performance data related to un- 
filled positions until these are filled; 


- review detailed operating budgets and possibly adjust them for significant price 
increases occuring following their preparation to ensure that the budgets reflect 
current costs and that managers are held accountable only for deviations within their 
control; and 
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- introduce flexible budgeting techniques for internal management purposes where 
costs vary in accordance with a required volume and level of service. 


Impact of cash basis of reporting 


4.24 Most departments prepare operating budgets on a cash, not on a cost, basis. 
This gives them flexibility in managing year-end payments and in building up or depleting 
inventories so they are not dependent on proper budgetary control systems. Many depart- 
ments with monthly operating budgets merely pro-rate over 12 months the cash they expect 
to spend instead of budgeting it by months, and they manage their cash payments at the 
year-end to use up excess funds on assets that otherwise might not have been acquired, or 
delay payments to avoid overspending their appropriations. 


4.25 Cash-based budgets inevitably lead to major differences between actual and 
budget data attributable to delays in initiating and processing payrolls, payroll adjustments 
and travel claims, and in receipt of invoices. These timing differences can become significant 
in any comparison between budgeted and actual costs. In addition, cash disbursement 
information for an accounting period may not bear any relationship to the sort of informa- 
tion that discloses the performance of a manager. Where departments merely pro-rate in 
equal instalments the cash they expect to spend rather than basing it on liabilities incurred 
in each month, it is difficult to monitor a subordinate’s performance by what he has 
accomplished as compared to costs incurred. 


4.26 A more effective approach to budgetary control requires an appropriate 
matching of budgeted and actual costs to budgeted and actual results. This requires action 
to reduce timing deficiencies inherent in cash accounting, and to facilitate the identification 
and allocation of costs within organizational units. Departments should have systems with 
the facility to produce accurate costs. Departmental systems are not now capable of satisfy- 
ing those managers who want effective means of budgetary control through financial 
reporting. 


4.27 For managers to be responsible for variances between actual results and the 
plan, the variances must be capable of analysis in relation to data measuring results so as to 
reveal the effect of changes: in volume of output, in quantity of resources used, and in prices 
of such resources. 


4.28 Not all departments require the same system of budgetary control and 
financial reporting. For some departments, the instructions in the Treasury Board Guide on 
Financial Administration should be mandatory and action should be taken immediately to 
improve their systems; other departments can function with simpler forms of managerial 
control. For example, in departments where results are intangible and cannot easily be 
measured, and where expenditures are largely for a fixed payroll, it may suffice to control 
cash expenses by appropriation and allotment, coupled with periodic cash forecasts. Most 
departments, however, require a budgetary control system permitting costs to be compared 
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with information measuring operational performance so that variances can be analysed 
with a view to corrective action. 


4.29 Departmental budgetary control and reporting systems need as a minimum: 


- properly defined cost components and cost information so managers can be held ac- 
countable for performance; 


- detailed budgets by time period in accordance with the assignment of managerial 
responsibility; 


- consistency between budgeting and accounting; 


- timely preparation and distribution of periodic financial reports; and 


analysis of variances between planned and actual results. 


Use of non-financial data 


4.30 In the private sector, performance is measured directly or indirectly by 
comparing revenues and expenditures. Measurement of performance is just as important in 
the public sector but different systems have to be developed to offset the absence of the 
competitive market place for measuring the value of goods and services produced. 


4.31 The Planning Branch of the Treasury Board Secretariat was given responsi- 
bility in 1970 for developing a system through which departmental management, Treasury 
Board and Cabinet could evaluate the effectiveness and efficiency of programs. The primary 
benefit was to be improved rationale for allocating resources, but it was felt that managerial 
performance would also be more visible. In January, 1974, the Planning Branch issued a 
booklet on evaluating operational performance in terms of efficiency and effectiveness titled 
Operational Performance Measurement Systems (OPMS). OPMS measures operational 
efficiency by determining the ratio of operational outputs to inputs or costs used in their 
production. It requires that data be gathered for a base year and that all future years be 
compared to it. 


4.32 Most departments do not now systematically measure performance. Where 
performance data are gathered, much unit-cost information is not reliable. Managers in 
some departments have made a sincere effort to accumulate meaningful operational data. 
However, the data are not integrated with departmental financial systems. In other depart- 
ments, efforts to implement OPMS have been superficial, lacking the priority necessary for 
effective action. 


4.33 In holding managers responsible for their actions, it is fundamental that a 
system to measure their performance be developed. Such a system should be capable of 
reporting results as well as costs. Wherever possible, this should be quantitative data 
measuring outputs, but qualitative data measuring progress towards assigned objectives can 
also be useful. 
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4.34 By comparing the data for all future years to that gathered for the base year, 
the OPMS system penalizes departments that already have an acceptable level of perform- 
ance since it leaves them little room for improvement. It would be better to use performance 
indicators derived from previous years but recognizing that circumstances change and 
allowing for targets based on a challenging, yet attainable, level of performance. As well, 
cost information should be derived from the departmental financial reporting system to 
ensure that costs are reliable. By integrating reporting of results and of costs, it should be 
possible to reduce the variety of reports which burden managers, and which lead to 
conflicting data. A good system for measuring performance would require that each depart- 
ment budget its results and its costs and compare them with actual results through an 
integrated financial reporting system. 


4.35 Performance indicators are needed as an integral part of departmental budget- 
ary control and financial reporting systems in all areas that can be effectively measured. 


Central approval of systems 


4.36 The Treasury Board Guide on Financial Administration provides general 
instructions to departments to help them implement more sophisticated systems of financial 
control. Most departments, however, have not designed or implemented good systems of 
budgetary control and financial reporting, often due to a lack of concern related to the 
attitude that funds are readily available. This attitude combined with the lack of an 
effective central review has resulted in the poor financial systems most departments have 
today. 


4.37 Instructions concerning budgetary control in the Treasury Board Guide on 
Financial Administration should be mandatory in most cases. In addition, a central agency 
should review each department’s system of budgetary control and financial reporting with a 
view to approving the systems that are sound or to withholding approval until corrective 
action is taken. 


4.38 A central agency should approve and periodically reassess departmental budget- 
ary control and financial reporting systems to ensure their adequacy for purposes of satisfying 
the needs of Parliament and of the government, as well as of departments. 


CENTRAL BUDGETARY CONTROL 


4.39 The Treasury Board Secretariat receives two financial reports monthly from 
the Department, of Supply and Services. The first, Summary of Travel —— Public Servants, 
goes to the Administrative Policy Branch as an indicator of costs incurred under the Board’s 
travel and relocation policies. The second, Listing of Imprest Accounts and Standing 
Advances, goes to the Financial Administration Division of the same Branch for monitoring 
levels of departmental working capital advances in relation to those authorized. These 
reports relate to monitoring specific types of expenditures and are not useful in central 
monitoring of the aggregate expenditures of departments in relation to approved Estimates. 
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4.40 The Program Branch receives a copy of monthly Cash Forecast Briefing 
Books prepared by the Department of Finance. These books show for each major program 
actual expenditure by months to date and forecast expenditures by months to the end of the 
fiscal year. The Department of Finance prepares them as part of its task of determining 
short and mid-term cash requirements. The Department of Supply and Services supplies 
actual expenditures to date. Departments submit directly to the Department of Finance 
forecasts of expenditures to the end of the year. These are adjusted to take into account 
Finance’s own projections based on past experience, and on current and future economic 
factors. If departments fail to submit monthly operating cash forecasts the Department of 
Finance uses the preceding month’s forecast or its own forecast to prepare the Cash 
Forecast Briefing Book. This report does not appear to be used by the Treasury Board 
Secretariat to monitor or to report on departmental spending. 


4.41 In addition, the Program Branch receives a quarterly report on the utilization 
of man-years and a forecast by quarters for the balance of the year. 


4.42 Functions of the Program Branch, as outlined by the Treasury Board Secre- 
tariat, include the responsibility to “‘review approved programs to ensure effective expendi- 
ture management including the monitoring of expenditures against authorized allotments; 
the utilization of authorized man-years; the organization and management of allocated 
resources; and the program results achieved in accordance with implementation plans’’. 
These evaluation tasks are vital under any system of budgeting, but the Program Branch 
has no formal system, other than the quarterly manpower reports, for carrying out this 
responsibility. It gets low priority; efforts to monitor utilization of allocated resources are 
sparse and ad hoc. 


4.43 Treasury Board has not assumed its statutory responsibility for the general 
monitoring of the expenditures of departments. Thus, extensive authority is delegated to 
deputy heads without any effective central means to make them accountable for their 
actions. Effective central monitoring of departmental expenditures would be difficult to 
achieve within the Program Branch as it is now organized. The Program Branch is a 
compact unit intentionally kept small to ensure flexibility and effective internal communica- 
tion and it must respond to the pressure of constant deadlines. A detailed monitoring 
function is not consistent with the present qualifications and training of the Program 
Branch’s staff. 


4.44 Not only should individual departments exercise effective control over funds 
appropriated to them by Parliament, but the government as a whole should exercise control 
over its planned and actual expenditures. Some form of government-wide budgetary control 
and financial reporting is necessary to do so. 


4.45 Some central agency should be responsible for detailed monitoring of depart- 
mental expenditures in relation to information supporting their approved Estimates. The 
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agency should require certain standard financial information from each department, sup- 
plemented by copies of financial reports each department gives its own deputy head. 
Significant variances between actual and planned results should be further investigated. So 
they can interpret the signficance of the financial information with which they are provided 
the agency staff should become familiar with the detailed operating budgets and operations 
of the departments. This information would be prepared monthly to inform Treasury Board 
of anticipated variances, thereby facilitating any corrective action deemed necessary. 


4.46 A monthly report, based on analysis of departmental budgets and expenditures 
and variances between them, should be prepared so that Treasury Board can take action to 
control overspending or to freeze excessive resources. 


1D: 


V ACCOUNTING SYSTEMS 


Se | The federal government has two major systems for central processing of 
financial information — the general accounting system and the payroll system of the 
Department of Supply and Services (DSS). Although integrated from the standpoint of the 
accounts in which expenditure information is ultimately recorded, the two systems are 
independent and therefore are treated separately in this chapter. 


GENERAL ACCOUNTING SYSTEM OF DSS 


3.2 Legislation that created the Department of Supply and Services enables it to 
provide common services in support of departmental and agency activities, including those 
related to accounting, cash management and data processing. Statutory responsibility for 
maintaining the central accounts of Canada is assigned to the Receiver General for Canada. 
Because the Minister of Supply and Services is also the Receiver General, DSS has two 
mandates to satisfy from its accounting systems. 


Description of system 


a8) The processing of accounting information and the production of financial 
reports from the data within the central accounting system starts with a deposit of cash or 
with the preparation of a cheque in any of the various district, regional or National Capital 
offices of DSS where the cash transaction is recorded. Departments and agencies forward 
accounting source data in batches to DSS service offices at various times during the month. 
Batches may include requests for cheque issue, evidence of receipt of funds, corrections or 
adjustments to existing information, or non-financial data of a statistical nature. Data from 
the batched material are then encoded, generally on magnetic tape, for transmission to the 
central data processing centre in Ottawa. If the material includes requests for payments, 
cheques are prepared by the local service offices. 


5.4 The source material prepared by departments, wherever applicable, identifies 
transactions in relation to the appropriations granted by Parliament. In addition, they are 
classified relative to allotments specified by Treasury Board, such cost accounts as depart- 
ments specify for their information purposes, and such other accounts as are specified in 
order to provide data to central agencies. Computers make this capture of data for multiple 
distribution not only practicable but economic. However, the system, although modernized 
to some extent from the original concept developed in the late 1950’s, or early 1960’s, 
retains many procedures and methods of that era of mixed mechanical and electronic 
processing. 


5.5 DSS provides three types of financial statements to departments: 


- Cash statements in summary form, supported by detailed transaction listings, iden- 
tify expenditures, receipts and adjustments. More than 2,400 of this type are pro- 
duced monthly by DSS for client departments and agencies. 
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- Management and management support statements, designed within the limitations 
of the central system but in accordance with departmental and agency specifications, 
provide details and summaries of receipts and expenditures for the accounting 
period and year to date by areas of responsibility. These statements often compare 
actual data with budgeted amounts and may also show commitments, accruals and 
statistical data separately or by modification of the cash data. Some 2,000 state- 
ments of this type are produced at month-end. 


- A system known by the acronym CAIS (Central Agency Information System) pro- 
duces reports for the Government of Canada as a whole. CAIS is designed to provide 
financial information to central agencies, such as the Department of Finance, Statis- 
tics Canada and the Bank of Canada, with the Receiver General a major user. The 
system, which operates by extracting data derived from departmental accounts, 
produces: 


* a series of general ledger statements which are the source of the monthly Gazette 
statements and some of the data in Volume I of the Public Accounts, 


* a variety of cash transaction listings and expenditure statements for cash manage- 
ment and statistical purposes. 


5.6 Although the foregoing description of the accounting system prevails for most 
departments and agencies, some departments have made special arrangements. For exam- 
ple, for security considerations and special information requirements, the Department of 
National Defence and the Royal Canadian Mounted Police have DSS cheque-issuing offices 
at their headquarters locations. However, management reports, for the most part, are 
produced at the headquarters locations of these departments rather than through the main 
computer operated by DSS. Information of a standard nature, which must be included in 
the central accounts, is retained on machine-readable copy for transmission to the central 
computer centre. 


Relationship to separate departmental systems 


SP) A number of departments have sought ways of improving timeliness and 
accuracy of the information provided to their managers. Of the departments reviewed about 
70% have implemented or are developing separate reporting systems to meet all, or a 
portion of, their own needs. In many cases this practice requires them to duplicate the 
source documentation provided to DSS and to process this data on departmental or outside 
service bureau computers. DSS continues its own processing procedures and unless advised 
to the contrary, submits reports to the department. Departments then reconcile the account- 
ing transactions processed on their own computers with those processed by DSS. Some 
departments with separate reporting systems neglect to reconcile their recorded cash trans- 
actions with those of DSS and thus errors in the allocation of accounting entries can occur 
and remain undetected in one or both systems for a period of time. 
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5.8 


Sources of discrepancies between information in departmental systems and 


the central DSS system are: 


departments record salary costs from the same paylists as DSS, but the DSS paylists 
are not controlled in such a way as to ensure that the same pay entries are made to 
both systems; 


departments often correct coding errors in source data in the same accounting period 
as they occur, whereas DSS rejects transactions if corrections are not received in time 
and lists them as invalid items for correction and recording in a subsequent account- 
ing period; and 


the DSS system usually includes all journal entries prepared outside the department, 
and the departmental system records all internally prepared entries, but the contrary 
is not always true. 


Limitations of central system 


5.9 


The stated objectives of the central system are ‘‘to provide both central and 


departmental group management with quantifiable financial, personnel and operational 
management information”’. Thus, the system is designed to provide: 


5.10 


revenue data, including amounts properly offset against expenditure; 


expenditure analysis by vote, program, activity, object and responsibility, with bud- 
get comparisons; 


cost analyses, statistical information, performance measurement and manpower 
data; 


control information on assets and liabilities for use by central agencies and depart- 
ments; and 


flexibility to incorporate allotment, commitment and other budgetary controls. 


While these objectives reflect sound financial management practices, they are 


not being achieved because of a number of factors. For example: 


Liaison between departments and DSS needs to be strengthened because: 


¢ liaison officers often do not remain in DSS long enough to obtain the required 
understanding of the capabilities of the financial reporting system and as a result 
some client departments are not utilizing the system to their best advantage; 


¢ there has been a tendency to effect changes requested in systems providing reports 
to departments and agencies without adequate testing, causing delays, unwar- 
ranted costs and dissatisfaction with the DSS system by client departments; 
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* apart from the instructions in the Users Guide for preparing data input to the 
financial reporting system, an outline of the capability of the system is not availa- 
ble to assist liaison officers and departments in obtaining a better understanding 
of the system. Although elements of the financial reporting system have been put 
in written form for explanatory purposes, the system should be documented and 
assembled into an easily understood package; 


* requests from client departments for special reports have not been effectively 
evaluated as to costs and benefits. As a result, in some instances, changes have 
been implemented without much economic justification; 


- The system does not provide management information readily because it is not 
designed to summarize key financial data, other than at the end of the accounting 
period. In addition, the increase in the volume of accounting transactions has ef- 
fected report distribution to a point where some managers now do not receive their 
reports until between the 15th and the 20th of the following month even though the 
transactions recorded on the statements have been cut off between the last and 
eighth last working day of the previous month. 


- Report distribution to departments and agencies is awkward. DSS offers a direct 
mailing service from the computer centre, but only 12 departments use it. A possible 
shortage of DSS resources may have precluded greater utilization. Statements for 
remaining departments and agencies are shipped in bulk to locations in Ottawa for 
distribution by them within Ottawa and to the field. This intermediate step can 
delay distribution of statements to managers by as much as two weeks. 


- Input requirements have not been sufficiently standardized; some of the resulting 
problems are: 


¢ DSS has limited control over the frequency of departmental input. Most data are 
forwarded for processing close to the month-end, thus contributing to a processing 
peak, and delays in statement production; 


* the coding block used to identify departmental expenditures by program, vote, 
responsibility centre and type was standardized several years ago at 25 digits in 
length. There is, however, minimum standardization within the limits of the 
coding block. Consequently, departments and agencies use a variety of code 
lengths ranging from a low of four digits to the maximum of 25. The average 
length used by many departments appears to be 12 to 15 digits. Coding blocks of 
this length create a propensity for error and an unwarranted cost for correction; 
and 


¢ the lack of a standard coding block makes it difficult for DSS service office 
personnel to use computer routines to detect errors at source. 


- Processing routines for feeding source data into and through the computer suffer 
from the following difficulties: 
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* transmission facilities are limited for transferring data between regional computers 
and the central computer. Consequently, each regional service office is allocated a 
time to transmit data, and the scheduling is controlled. The volume of data 
transmitted is so great that two-way transmission has been considered impractica- 
ble within the present capacity. With one-way transmission the facilities cannot be 
utilized to transmit error data back to regions for early correction; and 


* the computer file storage and maintenance system is basically sequential and 
therefore extensive random selection and analysis is impracticable. Although some 
daily and weekly processing files are maintained to reduce peak workloads at 
month-end, most data are kept in detailed form until statements are produced, 
which means that the information is summarized at one time. 


- Reports produced by the system have the following identifiable deficiencies: 


* departments and agencies invariably receive transaction listings of receipts, ex- 
penditures and adjustments, together with summaries of these data in accordance 
with predetermined specifications. The varying types of reports — labelled cash, 
management and management support statements — contain repetitive informa- 
tion. Rarely do the statements provide comprehensive financial data related to 
costs of services, projects or other operations. Moreover, comparisons with budget 
information in many instances are invalid because of the difficulty of ensuring that 
actual and budget costs cover the same financial period; 


* because of a variety of cut-off dates within the system, statements often contain 
transactions from at least two accounting periods. For example, expenditure data 
may be accumulated from the 24th of one month to the 23rd of the next month; 
payroll data may be cut off on the 26th; adjustments may relate to data that 
applies 40 to 60 days before the current period; 


* information vital to the preparation of the central accounts of Canada is the last of 
the data to be aggregated in the production cycle and is not available until the 
middle of the following month; and 


¢ Central Agencies Information System (CAIS) statements do not provide compari- 
sons with the annual estimates nor much information on non-budgetary items. 


5.11 DSS is aware of these problems, has studied the means to achieve im- 
provement and has requested funds from Treasury Board to effect change. Alterations made 
to the DSS accounting system in the fiscal year ended on March 31, 1975, were not 
designed to satisfy many of the departmental concerns relative to achieving more accurate 
and timely information. The lack of resources necessary to correct existing deficiencies may 
have handicapped DSS efforts to implement major improvements. 


5.12 The system has some flexibility and can provide managers and central 
agencies with information on budgets, costs and performance measures, as well as cash data 
but these capabilities are not being used extensively or effectively. They are overshadowed 
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by the dissatisfaction voiced by client departments and agencies about accuracy and timeli- 
ness. If financial management is to be improved, then managers must have the financial 
information they require to monitor and to be monitored, so that they can prepare alterna- 
tive action programs to meet their activity or program objectives within budget. 


5.13 Because departments do not get this information on an accurate or timely 
basis, many have implemented supplementary systems. This duplication of effort is costly, 
inasmuch as departments, agencies and DSS, are involved in preparing input, processing 
data, providing reports, analysing reasons for differences and correcting errors. 


5.14 From our examinations, departments which appear to be most satisfied with 
their accounting services and management reporting are those receiving special services 
from DSS, or those outside the DSS system giving DSS only information essential to 
preparing central accounts. 


Opportunities for improvements 


5.15 A report by an interdepartmental committee in October 1974, outlined most 
deficiencies and presented a plan of action. In brief, a series of steps were proposed to: 


- improve the timeliness of reporting to departments and agencies; 
- improve the accuracy of reporting; 
- enhance the general flexibility of the reporting system; and 


- provide for accrual accounting, program budgeting, asset and liability analyses, and 
cash analysis needs. 


5.16 The committee projected costs of approximately $3.5 million over the next 
five years, should planned systems improvements be proceeded with. In addition, the 
projected cost of designing a revised central reporting system, an integral part of the action 
plan, was considered to be $2.3 million. The committee suggested a redesign concept which 
features the same principles as the existing system whereby DSS processes and prepares the 
accounting and management reports as a service to all departments. Because of its mandate 
the committee did not seriously explore other alternatives which could speed up the timeli- 
ness of reports and advance cut-off dates nearer to the month-end. For example: 


« departments with the accounting and data processing capability could prepare all 
of their own financial information provided they supply DSS service offices with 
cheque issue data and other financial and statistical information required for the 
central accounts. Under this alternative, DSS would continue to prepare cheques 
and record cash and other departmentally provided data in the central accounts; 


¢ the Receiver General could delegate cheque preparation responsibilities to those 
departments who have the accounting and processing capability and who demon- 
strate that they can, on his behalf, provide adequate internal controls over the 
disbursement function. Under this alternative, departments would assume full 
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responsibility for preparing their own financial reports and for preparing their own 
data for input to the central accounts in a manner acceptable to the Receiver 
General. DSS would continue to be responsible for cheque redemption and control 
of all funds received by and issued from the Consolidated Revenue Fund. 


= A) In each of these alternatives, the departments and agencies which do not 
possess the requisite capability for processing their own accounting information would 
continue an arrangement similar to their present one. That is, DSS would provide an 
accounting service using departmental source documents but prepared in the standard 
format. 


5.18 Another approach which might be considered would be to utilize the regional 
Services offices of DSS to prepare departmental and agency management information. This 
would involve a more extensive use of communications between the regional and central 
computer facility in order to consolidate information for departmental headquarters and to 
ensure that responsibility centre statements produced in regional areas are adjusted to 
reflect accounting entries generated by head office locations. Moreover, more emphasis 
would have to be placed on validating departmental input at the point of entry into the 
system rather than having this function performed only when data are received in Ottawa, 
as at present. 


a Each of the alternatives suggests some form of decentralization. However, 
none of them infers a reduction of the responsibilities of the Receiver General which are to: 


- operate the Consolidated Revenue Fund; 


- provide daily analyses to central agencies of receipts, disbursements and other 
transactions affecting the Consolidated Revenue Fund; 


- provide to the Bank of Canada a daily analysis of foreign cheques, cheque redemp- 
tion, etc.; 


- provide departments with balances of departmental appropriation and other control 
accounts; 


- provide the monthly Gazette statements; and 


- provide expenditure analyses by economic classification and such other classifica- 
tions as are required. 


5.20 The cost of the alternative programs for data capture and report preparation 
would also have to be assessed in relation to those associated with the improvements and 
redesign of the current system which, if approved, would approximate $5.8 million over a 
5-year period. Moreover, in weighing the possible alternatives, an assessment would have to 
be made of the relative quality of the departmental systems which have been implemented 
or are in the course of being introduced to obviate the shortcomings of the DSS reporting 
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system. In addition, the costs of making departmental systems compatible with require- 
ments essential for the provision of central information would also have to be determined. 
However, without undertaking an assessment of the more decentralized approach, there can 
be no assurance that the proposal put forth by the inter-departmental committee is the best 
alternative to meet the criteria of timeliness and accuracy at a reasonable cost. 


5.21 Some of the more likely benefits of developing a decentralized capability for 
producing departmental accounting and related reporting systems are: 


- departmental and central agency reporting would be accelerated because more than 
one computer would be involved in summarizing data, thus the problems associated 
with sequential aggregation of data in the current system would be eliminated; 


- the elements of cash and reporting control achieved through the use of the Consoli- 
dated Revenue Fund would be preserved; 


- errors would be detected and corrected more quickly because processing data in a 
decentralized fashion would permit validating input at the point of entry into the 
system; and 


- implementation of OPMS systems in departments on a basis integrated with the 
financial accounts would be facilitated. 


5:22 Disadvantages would also be experienced, the more important of which are 
as follows: 


- under certain of the alternatives, DSS would have less control over the quality and 
timing of departmental input. Nevertheless, both of these elements could improve 
since departments and agencies would establish their own processing criteria sepa- 
rate from the criteria specified by DSS to meet its own requirements; 


- there could be an increase in personnel and computer processing costs, but this may 
be doubtful in view of the duplicate systems which have been developed and are 
being maintained by many of the departments and agencies. 


3.23 Should improvements not be introduced to the existing system, criticism will 
continue with respect to the timeliness, accuracy and content of reports. There is open 
scepticism in the major client departments that improvements can or will be made to the 
DSS system and, therefore, there is a strong likelihood that the number of independent 
systems will increase. If the central system is to survive and be reaffirmed as a useful means 
of service, steps must be taken to obviate its shortcomings. Judging from experience, it is 
unlikely that significant improvements will be effected without a more decentralized ap- 
proach to the design of the system. 


5.24 A study should be undertaken to determine the most appropriate method of 
achieving timely and accurate financial reports for departments and agencies. 
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PAYROLL SYSTEMS 


5.25 The DSS payroll system covers more than 300,000 salaried and hourly-paid 
public servants, including non-uniformed members of the Royal Canadian Mounted Police 
and Canada’s armed forces. Payroll costs are a large recurring expenditure and account for 
18% of the federal budget. From the standpoint of financial management, payroll systems 
must provide for prompt and efficient preparation of payroll cheques while ensuring the 
accuracy of payroll information, providing safeguards against fraud or misuse of funds, and 
controlling expenditures within budgetary provisions. 


5.26 The present payroll systems are governed by an Order in Council issued in 
1969, pursuant to Sections 46 and 47 of the Government Organization Act. The more 
salient points follow: 


““Minister (Supply and Services) shall provide the following administrative and other services 
required for the disbursements of pay to persons employed in the Public Service ... 


““(a) the verification of pertinent data in personnel documentation submitted to paying offices to 
initiate, change or terminate pay entitlements and deductions; 


““(b) the compilation and calculation of pay entitlements; 


““(c) the control of pay cheque forms, the production of pay cheques and their custody until 
predetermined release dates; 


““(d) the production of associated payroll cost and expenditure distribution data ...”’ 


5.27 To meet this mandate, the following pay systems are operated: 
- central pay systems covering essentially all salaried public servants; 
- regional pay systems directed mainly to hourly-paid public servants; and 


- House of Commons and Printing Office systems, two small but separate pay systems. 


5.28 _ The central and regional pay systems operated by DSS need revision to meet 
basic standards of good financial management. This report therefore concentrates on the 
inadequacies of these two systems and makes suggestions for improvements. The House of 
Commons and Printing Office pay systems were not examined. 


5.29 Work began in 1969 on a revised pay system to replace both the central and 
regional pay systems to meet an expressed requirement for detailed analysis of employee 
classification data and the need for personnel information to assist in collective bargaining. 
A pilot project was initiated in 1974 to test the designed system. Sufficient problems were 
encountered in the pilot project that, in September 1974, conversion stopped pending a 
detailed reassessment of system needs and how these can best be satisfied. On March 12, 
1975, following this reassessment, a final decision was made to stop work on the revised 
system. There have been few significant improvements to pay procedures within the existing 
system because of this major planned revision. 
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5.30 The repetitive nature of payroll transactions makes practicable the use of 
‘“‘exception routine”’ procedures. This means that once an employee is on the pay system, 
is processed on a regular basis until there is a notice of change in status. The timing for 
processing and distributing in the central pay system is now: 


Cheque processing begins — Pay Day minus 15 days 


Cheques ready for mailing — Pay Day minus 1!1 days 


This does not take into account the time required to initiate personnel data within the 
employee’s department or the time within DSS to process and record changes. Adding these 
to the above time schedule, the delay between the initiation of an employee status change 
and the reflection of this change in his pay cheque in the central system may exceed 30 
days. This time can be less depending on the priority attached to the transaction. These 
delays in recording or correcting payroll expenditures are one factor in payroll costs not 
being included in financial reports on a timely basis. 


5.31 A special preprinted form is in use to consolidate information used in the pay 
systems. This form, originating in an employee’s department, contains a wide range of 
information, and with the exception of overtime adjustments, attends to all other factors in 
adding to or deleting from the pay registry. 


5.32 The majority of departmental personnel involved in processing payroll data 
perform primarily routine clerical functions. When asked about pay adjustments or pay 
distribution, they usually transfer the responsibility to the DSS pay centre. Placing responsi- 
bility with the DSS pay centre in many cases reflects a failure to exercise a departmental 
responsibility. The responsibility for exercising adequate financial control over the accuracy 
of an employee’s compensation and the accurate distribution of his wage into the financial 
accounts is not clearly defined as that of the department or of DSS. 


5:33 Because of the numbers of people and geographic areas serviced, the current 
system cannot react quickly to meet an individual employee’s need or, in many instances, 
the department’s needs. Computer systems can be insensitive as far as the individual 
employee is concerned, but the insensitivity is normally offset by their ability to react 
quickly to pressing needs, thereby eliminating repetitive inequities. The current system 
takes too long to react to changes in employee status, such as classification, pay and 
addition to or deletion from the payroll register. Furthermore, it does not satisfy the 
requirements for cost or other financial information imperative in financial or any other 
management information systems. 


5.34 The impact of computers and the mix of equipment used in payroll processing 
on these problems has not been determined. Various computer and peripheral equipment 
manufacturers have supplied equipment used in the present central and regional pay 
processing. The processing delays and the associated costs caused by this mix could be 
significant. 
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5.35 To service better the financial requirements of both employees and depart- 
ments, the time delays in the processing cycle have to be reduced. Solutions may include 
bank deposit directly to the employee’s bank account, cheque preparation closer to the 
employee’s working location, or “‘on-line’’ data input by telecommunications from the 
employee’s office location to centrally located cheque-processing units. Situations where 
new employees are on staff 30 days or longer before receiving their initial pay cheque are 
conducive neither to proper financial management nor to good employee-employer rela- 
tions. Furthermore, delays in removing staff from the payroll result in cheques being 
produced after an employee has left. The opportunity in these cases for someone to falsify 
the payee endorsement on the cheque is obvious. 


5.36 Present procedures centralize control of all payroll information within DSS. 
Departments are not fulfilling their responsibility to control their payrolls adequately. They 
provide the necessary information but look to the DSS office to comment or to process. 
Departments, including their regional offices, should control information from the stand- 
point of validity, accuracy and timeliness. DSS, in turn, should process and disseminate the 
cheques and provide reports based on the information given to them to satisfy departments 
and also to meet the needs of central agencies including, for example, data used by the 
Treasury Board in contract negotiations, employment data for Statistics Canada, and 
superannuation information and classification data for the Public Service Commission. 


S50 About 40% of the DSS clerical staff associated with the pay system are 
involved in the transcription of information received from departments before it is entered 
into the computer. This includes additions or deletions from the government payroll, 
changes in employee classifications, and status changes in compensation, fringe benefits, 
marital status, employee geographic location and distribution information. With such a 
spectrum of areas, errors will occur. It may be more practicable to provide forms which 
separate personnel statistics from pay data. A standardization of procedures and methods is 
essential, but this should be done as simply as possible where a wide range of public service 
employees are involved. In developing procedures, the attention must be given to those 
which can be quickly comprehended by the least qualified and newest clerk who could be 
requested to work in the area. In addition, the employee’s department should assume 
responsibility for accuracy in preparation and timeliness in submission to the central or 
regional pay office. The central agency should be responsible only for accurate processing 
and the necessary accounting data output. 


5.38 A study should be undertaken to determine how departments could better 
prepare and control payroll documentation up to the point of submission to a central or 
regional pay office of the Department of Supply and Services, these offices being responsible 
only for cheque preparation and for the systems and procedures necessary to process the 
payroll, to make the required withholdings and to provide essential information to central 
agencies. 
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VI FINANCIAL CONTROLS 


6.1 Financial systems include internal checks and accounting controls to ensure 
the completeness and accuracy of all financial transactions and of all financial information, 
and to confirm that transactions have been properly authorized. The means of applying the 
techniques of financial control are relatively technical, but the fundamental principles are 
simple. There is a clear need for adhering to these principles if there is to be adequate 
control by the government of funds appropriated for its use by Parliament. 


6.2 Financial controls are generally developed in accordance with the fundamen- 
tal principles that: 


- there should be a careful segregation of duties so that, without unnecessary duplica- 
tion of effort, one staff member or one element of a system maintains an effective 
independent control upon the integrity and accuracy of another; 


- control should be established as early as practicable in a system and maintained 
through all stages of manual, mechanical and electronic processing. 


6.3 In law and in practice the deputy head of a department or agency shares 
responsibility for systems of financial control with the Treasury Board, the Receiver General 
and the minister to whom the deputy reports. 


6.4 The Financial Admirffseration Act gives the Treasury Board authority to act 
on all matters relating to financial administration and more specific authority to make 
regulations respecting the collection, management and administration of, and the account- 
ing for, public money and the keeping of records of public property. One means by which 
this authority has been exercised has been through regulations, most of which date back 
several years. The regulations are not comprehensive. They set minimum standards as to 
form, authorization and timing only for certain specific types of transactions. Rather than 
extending the scope of its regulations, Treasury Board has supplemented them with the 
brief policy outline and the directives and guidelines contained in its Guide on Financial 
Administration. 


6.5 The Financial Administration Act provides for the Receiver General’s finan- 
cial control responsibilities. Every payment is made under the direction and control of the 
Receiver General and all public money is deposited to his credit. In addition, the Depart- 
ment of Supply and Services Act authorizes that Department to provide a number of 
services which, by their nature, require financial controls since they involve providing a 
wide range of financial services to departments and agencies. 


6.6 A minister’s specific financial control responsibilities derive from authorities 
granted to him by the Financial Administration Act, although these authorities are usually 
delegated. Under the Act, only the appropriate minister, or a person authorized by him in 
writing, may requisition a payment or make a charge against an appropriation. 
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6.7 The deputy head has general responsibility for all aspects of administration, 
but in addition, the Act and regulations more specifically assign certain financial control 
responsibilities to him. These include responsibility for internal control and audit, and for 
controlling commitments. 


6.8 Almost every type of financial transaction, whether related to expenditures, 
payrolls, revenue or materiel management, is subject to controls required by legislation, 
regulation or other central agency directions. Significant clerical effort aimed at specific 
aspects of financial control is frequently inadequately directed and co-ordinated within 
departments and between departments and common service agencies. The effectiveness of 
financial control systems is overly dependent on the experience and integrity of the employ- 
ees involved, and on inefficient and repetitive checking. These fundamental weaknesses 
result in incomplete or inaccurate financial information and in inadequate protection aga- 
inst fraud and error. 


6.9 The Treasury Board Guide on Financial Administration discusses the objec- 
tives and principles of financial control at length under several chapter headings and by 
regulation and directive has established certain practices as mandatory for all departments. 
However, these standard practices are often not followed. 


6.10 Since the objective of financial controls is to ensure adequate completeness 
and accuracy of financial information and proper authority for financial transactions, there 
should be controls to ensure that: 


- all transactions are processed in the appropriate accounting period; 
- only properly authorized transactions are processed; and 


- all systems and systems amendments are appropriately authorized. 


6.11 Effective controls in any instance require a planned selection and integration 
of techniques related to such factors as: 


- the allocation of financial responsibilities at all levels in the organization; 


- physical controls, such as the sequential control of numbered documents or the 
safekeeping of assets or records; and 


- accounting controls, such as double-entry bookkeeping and control accounts over 
independent or subsidiary accounting systems. 


6.12 The techniques of financial control, as almost universally applied in the 
private sector, should be well understood by all officers with accounting qualifications and 
should be established in departments by financial officers as an essential element of their 
responsibilities without any need for directions from central agencies. Nevertheless, depart- 
ments have been slow in responding even to explicit directives from Treasury Board such as 
those requiring that the same person shall not exercise spending authority and payment 
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authority for a particular transaction, or those simplifying administrative procedures 
through the concept of delegation to positions rather than to persons. 


6.13 The reason good systems of financial control have not generally been devel- 


oped appears to be attributable to a combination of factors, including: 


- the need for good systems of financial control does not appear to be given a high 
priority in filling or classifying financial positions, the emphasis instead being placed 
on resource allocation responsibilities; 


- funds required for financial controls at the operating level are obtained only in 
competition with other administrative or operating aspects which often receive 
higher priority; 


- lines of responsibility are so established that financial officers may have only re- 
stricted authority to ensure adequate financial controls; 


- persons performing financial duties in departments frequently lack the training to 
give them an awareness, appreciation or understanding of financial control princi- 
ples and the techniques of implementing them; 


- uncertainties and misunderstanding arise as to the extent of responsibilities of de- 
partments versus those of the Receiver General and DSS; 


- DSS has not clearly segregated its service and control responsibilities, so that from a 
departmental view point the two roles are indistinguishable; and 


- departments tend to assume wrongly that the controls operated by DSS are effective 
for departmental purposes whereas they are designed primarily to meet its own 
responsibilities for cheque issue, payrolls, receipts and fiscal accounting, without 
ensuring that the controls effectively safeguard departments. 


6.14 | This chapter discusses the application of controls in relation to three types of 
financial transactions: 


- Expenditures; 
- Payrolls; 
- Revenues, receivables and inventories; 


and concludes by discussing how responsibility for improving financial controls should be 
assigned. 


CONTROLS OVER EXPENDITURES 


Weaknesses in delegation of authorities 


6.15 Ministers and deputy heads of departments and agencies delegate to desig- 
nated persons their authority to enter into a contract or into other arrangements for paying 
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money, and to requisition a payment in accordance with Section 34, 27 and 26 of the 
Financial Administration Act. There are some deficiencies in the way these authorities are 
delegated: 


- delegation documents are not always signed by the current minister; 


- documents are not always up to date with respect to additions of new employees, 
deletions of departed employees and amendments to reflect promotions and changes 
in responsibilities; 


- authorities widely delegated to employees throughout the department frequently 
place no effective limit on their scope or dollar amount, 


- documents do not clearly distinguish types of transactions, such as payroll, travel, 
supplies, professional services, capital, contracts, grants or contributions, so that 
authorities relate to the nature of the person’s responsibilities; 


- employees with delegated authority may on their own responsibility initiate, verify 
and authorize a complete transaction for payment; and 


- documents may be incomplete, often not mentioning commitment authority under 
Section 25 as well as financial responsibilities specifically assigned to deputy heads 
by Treasury Board, such as the authority to authorize certain type of travel. 


6.16 As part of cheque issue procedures, DSS compares the signature authorizing 
the cheque requisition with signature records, but it does not generally verify that the 
payment is within any limits imposed on the authority of that person, nor does it usually 
verify any other signatures that may be provided. Those performing account verification 
within departments often do not confirm that delegated authorities are being adhered to. 
There are many instances of delegated authorities not being followed, but for administra- 
tive convenience rather than for fraudulent purposes. 


6.17 The Treasury Board Guide on Financial Administration introduced signifi- 
cant instructions to clarify the purposes and mechanics of delegating financial authorities in 
a manner permitting administrative efficiency without sacrificing good financial control. 
Four major suggestions or requirements outlined in the Treasury Board Guide may be 
summarized briefly as follows: 


- authority should be delegated to positions, rather than to individual persons as 
implied in the Act, to simplify greatly the administrative procedures of documenting 
and ensuring adherence to financial authorities; 


- Clear distinction should be made between two types of financial authority and these 
should be separately delegated — namely, “‘spending authority”’, the authority to 
initiate an expenditure or to certify contract performance; and ‘payment authority’’, 
the authority to requisition a payment; 


- each payment requires the authority of two officers; and 
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- ‘commitment authority’’, the authority to certify that sufficient unencumbered funds 
are available in an appropriation to pay for a proposed transaction, should be 
assigned to persons either with “‘payment authority” or with “‘spending authority”’, 
depending on where information is available on disbursements to date and out- 
standing commitments. 


6.18 Few departments and agencies appear to have acted on their own initiative to 
implement Treasury Board policies on delegation of authorities. As a result of evaluation by 
Treasury Board staff, most departments, however, have agreed to take such action in the 
future. 


Weaknesses in the application of financial controls 


6.19 The total expenditure cycle begins with the requisitioning of goods or services 
and continues through commitment control, receiving, account verification, allotment con- 
trol, cheque requisitioning, cheque issue, and finally, financial reporting. The following are 
some of the typical weaknesses in financial controls within this cycle: 


- goods or services are requisitioned by a wide variety of employees, using blank 
requisitions which are not under physical or other controls to prevent their unautho- 
rized use; 


- spending authority is often exercised by administrative officers on behalf of the 
responsible manager, but it may also be exercised by others without necessarily 
obtaining the concurrence of the manager to whom the expenditure will be charged; 


- commitment certification is frequently omitted, or more seriously, is often exercised 
by persons who lack reliable financial information as to the unencumbered amount 
of appropriations or allotments; 


- outstanding requisitions are not generally under numerical, physical or other ac- 
counting controls that would ensure the completeness of commitment information 
within the departments; 


- specialists within departments frequently process orders without verifying the signa- 
tures and delegated authority limits of the persons who initiated them; 


- managers verify accounts under Section 27 of the Financial Administration Act, on 
receipt of goods or services and invoices, based on a review of the documents placed 
before them, but there is usually no clear evidence of clerical responsibility for 
performing all the required checks critical to the account verification process; 


- payment authority under Section 26 of the Financial Administration Act is often 
exercised within the same organization in such a way that there may be a loss of the 
degree of independence intended in Treasury Board instructions; 


- conversely, where regional or national headquarters exercise payment authority 
centrally, the authorized officers may lack the necessary knowledge, supporting 
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documentation, signature records of persons with spending authority, or information 
as to the uncommitted balance available in an appropriation of allotment to exercise 
such authority; 


centralized pre-audit procedures are carried out by departmental or regional offices 
before or after the payment authority is granted, but employees performing these 
reviews may not have the supporting information to make the checks effective or 
reliable; 


the basis for determining samples for detailed repetitive testing is not documented 
and there is no procedure, when errors are identified, for expanding the sample, for 
taking appropriate corrective action or for notifying the supervisor of a person who 
processed an error; 


dollar amounts are recorded on cheque requisitions in digits and are not written out 
to prevent subsequent alterations; 


after granting of spending authority, frequently by a manager in the field, secretar- 
ial, mail-room, pre-audit, accounting and computer staff may be involved in han- 
dling an approved cheque requisition before an effective physical or accounting 
control is established; as a result, requisitions can be altered without difficulty after 
spending is authorized; 


DSS issues cheques, based on requisitions from departments, usually without further 
supporting documentation, verifying only the accuracy or validity of certain fields of 
data, such as the payee, the amount and the codes for the central accounts of 
Canada, but not the accuracy of all departmental accounting codes; 


cheque and cheque lists are returned by DSS directly to the persons involved in 
establishing and maintaining the controls, providing an opportunity for an employee 
to benefit from a fraud or error initiated without need for collusion (a recent Trea- 
sury Board circular forbids this practice ); 


departmental accounting offices receive daily listings of batches processed and che- 
ques issued by DSS for reconciliation with departmental records. They generally do 
not check the accuracy of the details within the total amount of the batch to identify 
errors in data conversion or processing; 


DSS prepares detailed transaction listings to support the financial reports provided 
to departmental managers, but these managers frequently are not maintaining close 
enough controls on their financial reports to identify errors or omissions such as 
transactions which were approved by the manager but not processed centrally, 
charged in error to, or by, other managers, identified as invalid and rejected during 
processing; and 


for many types of expenditures, some form of specialized detailed accounting record 
is required for control and financial disclosure purposes as in the case of loans, 
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capital expenditures, accountable advances, inventories and fees paid for profes- 
sional services, but frequently these records are informally maintained, are not 
regularly reconciled or effectively integrated with the principal accounting system 
and as a consequence are unreliable. 


6.20 The processing schedules and the currency of the government’s accounting 
systems have a major impact on the effectiveness of financial controls over expenditure. 
Generally cheque requisitions are submitted to the Department of Supply and Services for 
payment and processing before the fourth or third last working day of the month. Allowing 
for mailing of documents from remote field offices to regional or headquarters accounting 
offices, the effective month-end cut-off date for expenditure may be as early as mid-month. 
Detailed information or supplementary systems at the local level may be up to date, but 
reconciliation of these detailed records to the official accounts is unnecessarily difficult and 
usually not performed regularly. Thus, particularly in departments which handle cheque 
requisitions through a central location, it may be difficult to maintain managerial control. 


Suggested improvements 


6.21 The precise manner of establishing an adequate system of financial controls 
over cheque requisitions will vary with the circumstances, such as the size of the orga- 
nizational unit and the number of transactions processed, but generally they should ensure 
that: 


- officers to whom authority is delegated have the information and independence they 
need, and that their accountability is clearly established; 


- physical or numerical controls over documents are maintained; 


- controls on the dollar amounts of cheque requisitions are established before the 
requisitions are given spending or payment authority; 


- officers authorizing the cheque requisitions are provided with clear evidence of all 
prior controls as a prerequisite for giving their authority; 


- officers authorizing such requisitions do not have access to accounting controls and 
persons who established accounting controls do not have access to the requisitions 
after they have been authorized; 


- payment authority is segregated from spending authority; and 


- accounting controls are maintained through all stages of processing, and verified 
after the cheque issue and financial reporting processes are complete. 


6.22 In all financial systems, duties should be carefully segregated so that, without 
unnecessary duplication of effort, one staff member or one element of a system maintains an 
effective independent control upon the integrity and accuracy of another. In particular there 
should be an adequate segregation of spending authority from payment authority for all 
expenditure transactions, and also of such duties as verifying accounts for payment, preparing 
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documentation, requisitioning and distributing cheques, and receiving and depositing money. 
Control should be established as early as practicable and maintained through all stages of 
manual, mechanical and electronic processing. In particular: 


- managers should exercise delegated authority only where they have the information to 
do so; 


- controls on all significant data should be established at the originating level before 
processing, and be confirmed by the same level after processing; 


- controls over expenditures should be established before spending and payment authori- 
ties are granted; and 


- there should be a clearly documented evidence of performance of all control functions 
and this evidence should be regularly reviewed by managers. 


CONTROLS OVER PAYROLLS 


6.23 Payroll systems should be subject to the same standards of financial controls 
as other expenditures. However, the financial control regulations, directives and guidelines 
issued by the Treasury Board under the authority of the Financial Administration Act have 
been directed primarily to the control of expenditures other than payroll. DSS instructions 
generally deal only with the administrative mechanics to be adhered to by client depart- 
ments. There is need for comprehensive instructions directed specifically at the standards of 
financial contro] to be maintained over payroll systems. 


6.24 Within most departments and agencies, primary responsibility for control of 
payroll systems rests with personnel organizations. Moreover, for administrative con- 
venience, full responsibility for administering the payrolls of a group of departmental 
employees is often assigned to specific employees within such organizations. 


Typical weaknesses 


6.25 The following summarizes some typical weaknesses in control over payrolls: 


- for each payroll adjustment or transaction, personnel clerks fill out standard docu- 
ments based on information received from responsible managers or personnel offi- 
cers but there is generally no requirement for them to obtain spending authority 
from such managers even though they have no means of knowing that funds are 
available; 


- the principal documents for originating or altering payroll transactions are in a block 
format suitable for the purposes of keypunch conversion, but they require great care 
in completion to avoid error or omission; 


- data on the documents are manually transcribed by DSS on other documents suit- 
able for keypunching, but effective physical and accounting controls are not main- 
tained during this process; 
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payroll cheques and computer printed paylists are sent to departments and agencies, 
generally to the same personnel who prepared the original documents and who may 
also distribute the cheques (also forbidden by the recent Treasury Board circular); 


copies of payroll documents are maintained in open files until it is apparent from a 
visual scrutiny of the paylists that the appropriate payroll adjustments have been 
processed by DSS; 


responsible managers receive month-end listings of payroll transactions charged to 
them but generally these listings lack the details necessary for identifying errors or 
omissions; 


there is no control information on pay lists, such as the total normal standard salary 
costs excluding special pay adjustments, which is a particularly serious weakness as 
actual pay costs can be significantly distorted from week to week by retroactive and 
other adjustments and are difficult to control in total; and 


once a year DSS provides client departments with a listing by each responsible 
manager of all employees on their active files with their classifications, rates of pay, 
standard deductions, and accounting codes, but there is no assurance that these are 
distributed to the responsible managers so that pay actions initiated by personnel 
officers may be checked. 


Suggested improvements 


6.26 


In electronic payroll systems careful control is required over the standing data 


in computer files. In addition, departments need control on the completeness, accuracy and 
authority of payroll actions through all stages of processing. There are many ways of 
combining detailed manual and electronic controls to achieve this. In practice, they should 
normally exhibit the following features: 


accounting controls should be established on significant standing data — such as the 
number of employees, standard gross wages or standard hours of work, and on 
significant variable data, such as leave without pay or overtime hours — before 
source documents are given spending authority; 


payroll adjustments and transactions affecting the amount of or accounting for gross 
payroll costs should be authorized by the responsible manager; 


officers authorizing pay adjustments should not have access to accounting controls, 
and the persons who establish accounting controls should not have access to the 
source documents after they have been authorized; 


payment authority should be segregated from spending authority; and 


controls on standing data and variable data should be confirmed after payroll 
processing. 
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6.27 Financial staff should be responsible for ensuring that there are controls within 
payroll systems just as in all other administrative systems giving rise to financial transactions. 


CONTROLS OVER REVENUES, RECEIVABLES AND INVENTORIES 


Revenues and receivables 


6.28 Departments and agencies receive money in a great variety of circumstances 
ranging from complex, high-volume situations to relatively simple occasional receipts. 
Comments and observations in this section of the report are directed primarily towards 
those instances where the collection of revenue is not the primary function of the program. 


6.29 A number of regulations deal with controlling revenues, accounts receivable 
and receipts, such as the Deletion of Debts Regulations, the Assignment of Crown Debt 
Regulations and the Receipt and Deposit of Public Money Regulations. In particular, the 
Receipt and Deposit of Public Money Regulations set out precise rules about recording and 
depositing public money and transferring funds to the Bank of Canada. Although these 
rules are documented in the procedural instructions of most departments, there are many 
identified exceptions where they are not always being followed. For example, there are 
instances where: 


- public money on hand in excess of $100 is not being deposited each day as required; 
and 


- deposits are not made, as required, by the person who collects or receives the money, 
but are being forwarded to regional or headquarters offices for deposit by others. 


6.30 Most departments have not effectively implemented the Treasury Board 
instructions regarding revenues and accounts receivable. Weaknesses were identified in 
most systems. A common situation is that, for administrative convenience, one employee 
may have full responsibility for a particular system including controlling billing documents, 
maintaining the accounts receivable records, recording and depositing receipts, pursuing 
outstanding debtors and initiating deletion action. The detailed records themselves are 
frequently controlled informally without accounting for the numerical sequence of billing 
documents. Rarely are independent control accounts maintained. Where control accounts 
are maintained — as in the case of assets, which are identified in the fiscal accounts of 
Canada, or accountable advances, which are by regulation identified as a specific item 
charged to an appropriation — the detailed records are not usually being regularly recon- 
ciled to the control account by an independent person. In some instances, receipts deposited 
by one manager are, for budgetary purposes, credited to the accounts of another, with the 
result that neither has sufficiently detailed information to ensure effective control. 


6.31 A lack of segregation of duties is the most common deficiency identified in 
systems of internal control over the billing, accounting for, collecting and depositing rev- 
enues. At the present time there are significant opportunities for undetected fraud and error 
in this area. The most appropriate way of segregating duties will vary with circumstances. 
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For example, where one employee initiates invoices, records and deposits cash receipts, and 
maintains the accounts receivable records, a second employee should maintain independent 
controls ensuring that invoices are duly prepared for all services rendered or goods shipped, 
that all cheques and cash receipts are deposited and promptly transferred to the Consoli- 
dated Revenue Fund and that accounts receivable are correctly recorded and reported. 


Inventories 


6.32 Control of inventories in the government has historically been the responsibil- 
ity of operating managers or of officers responsible for the materiel management function, 
with minimal involvement by financial officers. Treasury Board policy statements have 
established basic procedures for the administration of materiel but make negligible refer- 
ence to financial controls or to techniques for physical control, accurate record-keeping, 
independent check, financial reporting, or budgetary control of inventories. 


6.33 The Treasury Board Guide on Financial Administration states: 


‘Accounting controls should be established over inventories of materials and equipment 
wherever there is need, because of the amounts or nature of the inventories, for indepen- 
dently controlling them, for providing information on changes in inventory levels, or for 
eliminating the effect of inventory changes from costs reported by the principal accounting 
systems.” 


6.34 Several departments have inventories of consumable supplies significant in 
relation to the budget of the department as a whole, others significant in relation to the 
budgets of individual managers. Generally these supplies are not under independent ac- 
counting control and are recorded as costs in the principal departmental accounting system 
when purchased. In accordance with the instructions for materiel management, there usu- 
ally are manual, mechanical or electronic systems for recording physical quantities, stock 
receipts and issues, but these records are usually prepared by the staff responsible for the 
custody and use of the assets. Reports on inventory levels, turnover and obsolete items, 
when available, are usually prepared in non-financial terms only and are retained by the 
applicable manager or within the materiel management function. 


6.35 Working capital advances can provide a fully integrated means of maintain- 
ing an independent accounting control over inventories and accounts receivable. They 
require reliable and consistent methods of recording inventory acquisitions and of costing 
issues. For example, charges or credits can be recorded in inventory accounts at standard 
cost for each item received or issued so that at any time the accounting records represent the 
standard cost of all inventories which should be on hand. However, the manner in which 
these accounts are operated and controlled is frequently imprecise with respect to such 
procedures, so that in practice the account does not usually provide a reliable or indepen- 
dent control over the persons responsible for the physical control and utilization of the 
inventories. 


3) 


Suggested improvement 


6.36 In the case of accounts receivable and of inventories, the concept of maintain- 
ing a control account in the principal accounting systems supported by subsidiary detailed 
accounting systems can be an effective and efficient way of establishing and maintaining 
independent financial control of these assets. Integrated control accounts impose the self- 
checking disciplines of double-entry bookkeeping and provide a basis for disclosure of 
accounts receivable and inventories through the accounting and financial reporting systems. 
These concepts, although established in the Treasury Board Guide on Financial Adminis- 
tration, are rarely applied in practice. 


6.37 All revenues, accounts receivable and significant inventories should be under 
effective systems of control, generally an independent accounting control. 


RESPONSIBILITY FOR IMPROVING FINANCIAL CONTROLS 


6.38 One way to improve financial control systems might be to expand Treasury 
Board regulations and directives so that standard systems are prescribed for almost every 
situation, with intensive policing to ensure adherence. However, although a greater degree 
of standardization of financial controls is desirable, an indiscriminate imposition of detailed 
standard systems is not. 


6.39 It is preferable to develop and operate efficient and effective financial controls 
within departments in accordance with the particular circumstances of each application, 
subject only to government-wide standards. Persons responsible for maintaining financial 
controls in departments must have sufficient authority and guidance to perform this task 
effectively. Responsibilities must be clarified between departments and central agencies, 
and between organizations within departments. 


6.40 The government must be assured that appropriate standards are followed 
throughout the public service. This can best be done by issuing clear directions as to what is 
required, backed up by systems reviews by staff of a central agency and supported by test 
audits by departmental internal audit teams. 


6.41 A central agency should propose for Treasury Board approval the necessary 
directions and instructions and then regularly review all systems of financial control. Based 
on these reviews, it should approve, in writing, those systems which in its opinion are 
adequate. It should advise the Treasury Board when systems, or elements of systems, are 
inadequate. This responsibility is closely aligned to the previous proposal for central agency 
approval of budgetary control and financial reporting systems. Accordingly, it would make 
sense for the same central agency to assume this responsibility since these responsibilities 
require the same skills and are interrelated. 


6.42 Departmental systems should be reviewed and approved by a central agency to 
ensure that they comply with Treasury Board regulations and such other instructions as are 
required to ensure adequate control of expenditures, revenues and assets. 


96 


VII INTERNAL AUDIT 


TEA | Internal audit has long been considered an important element in the manage- 
rial control process since it provides a means of appraising the effectiveness and the 
efficiency of financial and other operations. The need for this element of control within the 
federal government was more strongly identified in 1962 when Glassco recommended that 
departmental management be responsible for establishing and maintaining proper systems 
of internal audit. In 1966 Treasury Board accepted the recommendation and a policy to this 
effect was published in the Financial Management Guide issued at that time. In 1973 a 
number of directives issued in the Guide on Financial Administration, which replaced the 
earlier Guide, made internal financial audits mandatory for all departments. In taking this 
step, Treasury Board enunciated the basic requirements for internal audits, including 
matters related to scope, frequency, independence and reporting. 


9 Traditionally, internal audits were confined to assessing the degree of compli- 
ance with prescribed financial regulations and other directives. The primary objective of a 
financial audit is to obtain an independent evaluation of the system of financial manage- 
ment and control within a department or agency to ensure that it satisfies all requirements 
for financial visibility, accountability and control in the acquisition, custody and utilization 
of financial resources. This type of system evaluation is generally supported by tests of 
accounting and other transactions to determine the degree of adherence by departmental 
personnel. 


TES) Introduction of operational audits has recently extended the scope of internal 
audits in some departments. Not usually restricted to matters of financial administration, 
they are designed to evaluate any or all aspects of a department’s operations as a service to 
management. Their scope varies considerably and may relate to assessing not only the 
efficiency of systems and procedures, but also whether managers are using personnel, assets, 
space, etc., in an economical and efficient manner. Audits of this type may also assess the 
effectiveness of programs, but in practice, little attempt has been made to perform audits 
aimed at determining whether departmental objectives are being met effectively. 


7.4 A number of departments and agencies employ the Audit Services Bureau 
(ASB) of the Department of Supply and Services to perform internal audits on their behalf 
and to carry out other auditing assignments such as the verification of payments under 
contracts and agreements. The Bureau’s services include financial and operational audits, 
the nature and scope being agreed beforehand with departmental management. Results 
and findings are communicated directly to the department or agency concerned unless the 
terms of reference specify a wider report distribution. 


IES) The Financial Administration Act gives Treasury Board general responsibil- 
ity for matters related to financial management. In fulfilling its obligations, the Secretariat 
recently established a small staff to evaluate the degree of departmental compliance with 
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directives and instructions issued about the financial function. This staff reviews departmen- 
tal financial administration systems on a cyclical basis. Its work is limited to a system review 
without any attempt to test the quality of the application of the system in a manner that 
might duplicate coverage of departmental internal audit groups. 


7.6 Departmental internal audits and Treasury Board evaluations are carried out 
on behalf of different management groups: 


- internal audits, whether carried out by departmental staff or by ASB, are intended to 
give deputy heads assurance that financial responsibilities as delegated within the 
department are properly discharged; 


- Treasury Board evaluations are designed to determine whether departmental finan- 
cial systems adequately protect the government. 


et Each type of review is concerned with assessing adequacy of departmental 
systems. Internal departmental audits go further in that they test the application of the 
systems by examining a sample of transactions. 


7.8 Earlier in this report proposals have been made for a central agency review of 
departmental budgetary control and financial reporting systems and of departmental fi- 
nancial controls. This would encompass much of the work being done by the evaluation 
unit of the Treasury Board Secretariat, but it would extend it by requiring the central 
agency to give or withhold specific approval of systems depending upon the agency’s 
findings. This may be regarded as one aspect of an internal audit and the manner in which 
this type of review should take place is further discussed in the last chapter of this report. 
This chapter is primarily concerned with the type of internal audit that falls within the 
responsibilities of deputy heads. 


IK) A number of major concerns relating to internal audit have been identified 
and may be summarized as follows: 


- some departments have no internal audit; 


- internal auditors are often involved in systems design and implementation which 
may divert them or compromise their ability to discharge their responsibilities; 


- internal audit coverage in many respects does not appear to be adequate. Cases can 
be cited where auditors conducting regional audits have been prevented from evalu- 
ating the internal controls of, or following up on, transactions originating or termi- 
nating at headquarters locations; 


- the scope of internal audit is not uniform among departments; some internal audit 
groups perform superficial financial audits while others work actively in operational- 
type auditing; 
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- reporting relationships between departmental management and internal audit 
groups are not consistent. Many groups respond to a chief financial officer, which 
may reduce the effectiveness of audit examinations; 


- in many instances staff training for internal auditors is obtained solely through job 
experience; and 


- internal groups often have limited familiarity with requirements prescribed by Trea- 
sury Board. 


7.10 The weaknesses summarized above point to the need for a change in the 
emphasis given to internal financial audits. There should be no change in the basic objec- 
tive of internal audit — providing management with an independent, but internal, appraisal 
of the legality, effectiveness and efficiency of financial administration work. Internal audit 
groups should work for and report to deputy heads. Comprehensive internal audit stan- 
dards, such as those in Treasury Board’s Guide on Financial Administration, must be 
implemented by departments and monitored centrally to attain a satisfactory internal audit 
coverage. 


7.11 Responsibility for co-ordinating the development of better mechanisms for 
internal audit would be appropriately added to the responsibilities of the central agency 
responsible for reviewing departmental systems on behalf of the government. In this con- 
nection it is anticipated that the agency would: 


- set minimum standards in regard to the scope and coverage of internal audits within 
departments and agencies; 


- receive reports from departmental internal auditors reporting the degree of adher- 
ence to executive financial directives; and 


- arrange for reviews of the effectiveness of the internal audit function within depart- 
ments and agencies. 


This approach would strengthen materially the internal financial audit function in depart- 
ments. At the same time the departmental responsibility for audits would be preserved, 
since the internal auditors, whether associated directly with a department or retained from 
ASB, would receive their mandate directly from the deputy head who would approve the 
audit plans annually and act on their findings. 


el? The central agency of the government responsible for prescribing the standards, 
scope and coverage of departmental financial audits, should give greater emphasis to monitor- 
ing departmental internal audits so as to encourage greater adherence to the standards. 
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VIII FINANCIAL STAFF 


8.1 A generally acceptable level of quality in financial management and control 
in government will be achieved only with appropriately qualified staff. For this reason, 
personnel matters affecting financial management and control have been reviewed. Studies 
in departments and central agencies lead to numerous observations which can be grouped 
under three main topics: status of the financial community in government; qualifications of 
persons and need for stronger leadership and direction of all people involved in financial 
management and control. 


FINANCIAL COMMUNITY IN GOVERNMENT 


8.2 The Financial Administration (FI) Group now comprises positions involved 
in “‘the planning, execution and control of accounting, budgetary and financial manage- 
ment practices, systems and procedures required for efficient operation and conduct of 
government programs and activities; the examination of departmental spending proposals; 
and the provision of advice on the use of financial resources’’. It includes a large number of 
employees involved on a continuous basis with financial management and control. The 
group numbers approximately 1,600 throughout the Government of Canada. However, 
many financial administrators are classified as belonging to other groups than FI for many 
reasons, but often because their duties involve other areas. 


8.3 Studies relating specifically to the FI Group have been undertaken since 1971 
by such authorities as the Administrative Policy Branch and the Personnel Policy Branch of 
the Treasury Board Secretariat, as well as by the Public Service Commission. Although 
many problems have been recognized and some potential solutions advanced, efforts to 
correct generally acknowledged deficiencies have been inadequate. The Personnel Policy 
Branch recently revised bench mark positions for classification of FI positions. 


8.4 Deficiencies in the classification of financial administration positions are of 
two types. Some stem from the classification standards which do not satisfy the federal 
government’s present requirements for financial management and control. Others develop 
when the evaluator’s interpretation may differ from what the standards were intended to 
do. Inconsistent application of standards tends to have serious repercussions in an organi- 
zation as large as the Government of Canada, since it leads to unnecessary movement of 
staff among departments as well as to a high degree of dissatisfaction because of apparent 
inequities. 


8.5 The FI Group is composed of two groups of individuals: those experienced 
but not formally educated; and those with university or professional training. Each type has 
totally different career possibilities. Most FIs with university graduation or professional 
qualifications are found in the upper classification levels while those not so trained are 
increasingly at lower levels. 
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8.6 Since the standards do not require professional status or university gradua- 
tion in positions classified at lower levels, they are being filled by personnel inadequately 
educated for advancement. Because of the specific requests of the managers to whom they 
report such classification levels as FI-5 and above often require a university education or 
membership in a recognized accounting body, thus eliminating lower levels of FIs who must 
transfer to other groups to continue their career progress. 


8.7 Post-secondary education is mandatory for many FI positions although 
minimum qualifications are such that the group is theoretically open to people without 
formal education. As of 1974, 38% of FIs had some professional qualification and over 50% 
had a university degree or professional qualification or both of them. This situation presum- 
ably results from the demand of managers for more sophisticated management tools such as 
information systems, cost analysis and forecasting techniques. Thus, it appears that the 
financial administrator must have the qualifications to develop and utilize systems to 
control major amounts of financial resources even though the group of which he is a part 
does not place much emphasis on this aspect in its standards. 


8.8 The FI Group has suffered from what has been termed the two-level syn- 
drome. Although it was not a requirement of the classification standards, many firmly 
believed that a subordinate had to be two levels below his immediate supervisor. It is 
understood that new classification standards are being developed which will remove any 
misunderstanding. 


8.9 In determining qualifications for positions the government does not differen- 
tiate between basic university graduation (B.A., B. Comm.) and membership in an account- 
ing association with or without university graduation, whereas most job evaluation systems 
in private business generally recognize that a university graduate with a C.A. certificate is 
equivalent to graduation plus two years’ experience, or to a post-graduate degree plus one 
year’s experience. 


8.10 Many professional accountants in government choose to work in fields not 
related to financial management and control. One basic reason is that classification stan- 
dards for FIs do not adequately recognize professional qualifications. The FI group is 
equated with other non-professional groups, rather than with such professional groups as 
economists and lawyers. The usefulness of financial administrators in government depends 
not only on their competence but also on their degree of professionalism. To fulfil their role 
effectively, they need advanced knowledge of accounting and financial practices and, even 
more important, an above-average degree of professional integrity that would lead them to 
respect governmental policies on the budgeting and expenditure of public funds while 
assisting the managers to whom they report directly. 


8.11 Proper solutions to the numerous problems observed within the financial 
community will require a comprehensive review. The FI Group could be maintained, but 
redefined, to adapt more completely to current needs. Alternatively, the present FI Group 
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could be utilized for all non-professional positions involved in financial administration, and 
a separate government professional accounting group could be formed. By bringing to- 
gether most professional accountants, including those involved in auditing and financial 
programs, such a group would lend itself more readily to comprehensive training programs 
and career development plans which would improve the quality of the staff. On balance, 
this seems to be the preferred alternative. 


8.12 These possibilities are not to be construed as ideal solutions to current 
problems, but rather to indicate the complexity and far-reaching aspects of the situation, 
and to suggest one approach to improving the present situation. 


8.13 A comprehensive study of personnel systems related specifically to financial 
administrators should be undertaken to consider the advisability of establishing a professional 
government accounting group commensurate with the current and future needs of government 
for financial management and control. 


STAFFING THE FINANCIAL FUNCTION 


8.14 Decentralization of financial responsibility in the late 1960s created a need 
for a larger and more competent group of financial administrators to support managers 
throughout government. The fundamental role of financial staff took on a new dimension 
with the increasing importance of cost accounting, systems development, budgetary analysis 
and advisory functions. The financial administrator of previous years was frequently a 
generalist with administrative-type experience but department officials now want and need 
a level of competence that can often be found only among those trained in appropriate 
skills in university, or qualified to be members of established accounting associations. 


8.15 These factors have created many opportunities for financial administrators, 
resulting in high turnover of FI staff. Some departments show a vacancy rate of up to 35% 
in financial positions and an annual turnover of up to 45%. 


8.16 | The demand on the Financial Administration Group grew as each depart- 
ment decentralized and staffed to meet the new challenge. Public Service Commission data 
show the demand for FIs growing faster than supply and it estimated in early 1974 a 
shortage of approximately 250 financial administrators as at March 31, 1974. Observations 
indicate even more serious problems for the future, when departments attempt to improve 
the present quality of financial management and control. 


8.17 The increased responsibility of departmental program officers directly affects 
the numbers of financial administrators required. The increasingly complex nature of the 
responsibilities of program officers and the greater magnitude of most operations lead to a 
need to upgrade the qualifications of financial staff. 
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8.18 The heavy turnover of FIs seriously affects financial management and control. 
Systems development is particularly curtailed in departments. Lack of continuity in finan- 
cial administrators results in a loss of efficiency due to the often repeated familiarization 
process. Cases have been observed where work was redone from the very beginning by a 
new appointee. A further waste was noted in the form of unfinished projects due to 
personnel changes. 


8.19 The high turnover level and the rapidity with which individuals move on to 
other positions make it unusually difficult to measure the performance of financial person- 
nel and to assess their training and development needs. In present circumstances, individu- 
als can progress from position to position without proper checks and some have attained 
positions requiring greater skills than they possess. This happens in a high demand situation 
where there is difficulty in obtaining a better man for a position and results in a net decrease 
in the quality of financial management and control in government. 


8.20 The demand for FIs is likely to keep growing for several years at least, until 
departments and agencies have completed the decentralization process begun in the late 
1960s. The shortage will be further aggravated if departments seek to realize increasingly 
higher levels of financial management and control. 


8.21 A comprehensive review should be undertaken to establish the need in govern- 
ment for financial administration personnel by type and level and to develop a program to 
alleviate the present shortage. 


FINANCIAL COMMUNITY LEADERSHIP 


8.22 In the pre-Glassco days the financial community was centred for the most 
part under the Comptroller of the Treasury. Since 1969, however, there has been a signifi- 
cant dispersal. Formerly, most departmental managers had only limited financial discre- 
tion, whereas authority to make most financial decisions now is widely delegated. Thus 
department financial officers are not only more widely dispersed, they are subject to 
substantially increased pressures requiring a high degree of skill, competence and profes- 
sional integrity. They must provide on a decentralized basis, subject to the instructions of 
the managers to whom they report directly, a satisfactory level of financial management 
and control in keeping with the vital interests of Parliament, the government and higher 
levels of management within their own departments. A source of guidance and leadership 
to set the standards of professional skill and integrity that should be applied throughout 
government is vitally important. 


8.23 The Financial Administration Division of the Administrative Policy Branch, 
Treasury Board Secretariat, now is the only body to which government accountants can 
turn for guidance and leadership. However, it has little ability to influence their careers and 
development except through issuing general policies and evaluating the systems for which 
they are responsible. Often department financial officers are more involved with the Pro- 
gram Branch, which has responsibility for advising on appropriation requests, since the 
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managers to whom they report are more concerned with having staff who can obtain 
resources than with having staff who can control spending. 


8.24 In summary, the staffing difficulties are: 


- shortage of staff with financial training. This arises partly from the failure to recruit 
and partly from the failure to retain staff in financial management and control 
activities; 


- failure to train and develop people within the FI Group; 


- inability to monitor centrally and to advise departments on the quality and qualifi- 
cations of their staff or of applicants for financial positions; and 


- low morale within the FI Group probably attributable to lack of development 
opportunities and the feeling that no one at a senior level has its interests at heart. 


8.25 Putting this another way: the administrators (deputy heads and subordinate 
managers) are not given adequate information on the performance of their FI staff. Thus 
they are not equiped to discharge their clearly assigned responsibility for financial manage- 
ment and control. 


8.26 Financial administration has diminished in importance because it lacks the 
support of Treasury Board and the leadership necessary to give it the means and status to 
ensure that it can satisfy the needs of administrators. 


Glassco said: 


‘“‘The concern of the centre of government, however, must reach below the deputy ministers 
and take account of the development and use of other senior administrative staff throughout 
the public service. To ensure the satisfactory development and distribution of such staff on a 
government-wide basis, the central machinery must be actively concerned with appointments 
and transfers relating to certain positions in each department. 


“This central concern should extend, first, to those positions immediately below the deputy 
minister. Movement among departments at this level provides the last opportunity for 
achieving the broadening of experience and outlook which is so essential to the development 
of administrative leadership. 


“Special considerations apply to two other senior officials in each department: the chief 
financial officer and the chief personnel officer. These two are most directly concerned with 
the use of staff and public money, and with the application of the general policies and 
standards of the government relating to administration. Rotation of such officers among 
departments and the staff of Treasury Board will do more than anything else to ensure that 
the general policies and standards are applied with consistency throughout the government. 


“Moreover, it is important that these two officers should have the sense that their future 
careers rest primarily — though not exclusively — on the assessment of their performance by 
the Treasury Board, rather than on their ability to please the heads of their departments. 
They must be in all respects members of their respective departments and so regard them- 
selves, and could not be empowered to veto the wishes of their departmental heads and 
thereby impair the necessary authority and responsibility of the minister and his deputy. But 
they would, in effect, provide a presence of the central authority within the department, and 
their reluctance to concur in courses of action proposed by their department heads would not 
be lightly ignored. 
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‘“‘For these positions — immediate subordinates of deputy ministers and the chief financial 
and personnel officers — it is proposed that the Treasury Board staff should, whenever the 
prospect of vacancies or their own assessment of needs dictate, initiate discussions with the 
department or departments concerned, with a view to securing the most effective use and 
development of senior administrators throughout the public service. Appointments to such 
positions should be subject to approval by the Treasury Board. 


“In addition to their specific responsibilities relative to these senior positions, the Treasury 
Board staff would have a general responsibility, in common with the departments, for 
identifying and developing promising officials in the middle ranks of administration. They 
must also, in evaluating performance, ensure that the departments themselves attach proper 
importance to the development and effective use of all their personnel. Moreover, in an 
organization as large as the public service, there is a constant danger of blind alleys, and 
particular care must be taken by departmental and Treasury Board staffs to guard against 
such pockets of frustration and to find new opportunities for able people caught in isolated or 
uncongenial positions.”’ 


Had this concept been implemented and had the Treasury Board Secretariat met its 
responsibility, the present position might not have arisen. 


8.27 Efficient and effective financial management and control depend largely on 
the level of competence of the people primarily involved. There is absolutely no doubt that 
an organization as large and as complex as the Government of Canada requires a highly 
competent, professional accounting staff. 


8.28 Recognition of a professional government accounting group, as discussed 
above, would be of great assistance in strengthening the role of the professional accountant 
in government, provided the group receives effective leadership. This could be provided 
through a central agency of the government with the responsibilities, status and indepen- 
dence proposed in the last chapter of this report. 


8.29 This chapter emphasizes the need for raising the quality of the financial 
community, improving its morale and therefore its effectiveness, and re-establishing its 
importance as a significant component of government administration. The objective is to 
provide managers with a strong, competent supporting service. This will not diminish the 
authority or responsibility of managers,-but will give them the tools they need to do their 
job. At the same time, central financial management and control, the need for which is a 
recurring theme in this report, will be made considerably easier by the existence of a well- 
trained and efficient financial community. 


8.30 Responsibility for assisting the Public Service Commission in matters related to 
the training of staff in the financial area, overseeing their career development, and advising on 
their qualifications for advancement should be assigned to a central agency of the government 
having the knowledge needed to carry out this role of ensuring that departments are staffed by 
capable financial personnel. 
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IX RESPONSIBILITY FOR FINANCIAL MANAGEMENT AND CONTROL 
WITHIN DEPARTMENTS 


9.1 The Financial Administration Act clearly assigns to deputy heads most 
responsibilities for financial management and control within their departments. This report 
in no way seeks to alter these responsibilities which are necessary if deputy heads are to be 
held fully accountable to the ministers to whom they report, to the Prime Minister who 
appoints them, and to the Treasury Board representing the collective responsibility for 
financial administration of the government as a whole. Proposals contained herein are 
primarily concerned with the need for suitable organizational relationships within depart- 
ments so that financial personnel are able to provide the support to deputy heads that they 
need and should expect. 


9.2 It is apparent that deputy heads have not recognized sufficiently the extensive 
degree of their financial authorities under the Financial Administration Act and under 
authorities delegated by Treasury Board. All too often they attribute weaknesses within 
their own systems to restraints imposed by central agencies. The practice in the United 
Kingdom, where ‘‘accounting officers’? appointed by the Treasury are responsible for 
safeguarding public funds and for the regularity and propriety of their expenditure, might 
usefully be adopted by the Canadian government. In Canada, as in the United Kingdom, in 
applying this practice it would be appropriate to appoint the deputy head as the “‘account- 
ing officer’’. This would formally recognize the extensive authority now delegated to deputy 
heads under the Financial Administration Act and by Treasury Board. It would also 
recognize that financial and other management responsibilities are intertwined and can 
only be integrated by the deputy head, or by an officer of equivalent status. Adoption of this 
practice in Canada, while perhaps partially symbolic, would emphasize the responsibility of 
the deputy head for: 


- all aspects of financial administration within his department; 
- avoidance of waste and extravagance; 


- proper staffing, to ensure that the financial authorities he delegates are effectively 
utilized; 


- safeguarding public property of all types; and 


- ensuring that charges to appropriations are in accordance with the purposes and 
terms on which they are granted by Parliament. 


9.3 In the United Kingdom, “‘principal financial officers” are appointed to assist 
each “‘accounting officer”’’. Their influence within departments arises not only from the fact 
that they have direct access to their “‘accounting officers’’, but also because it is generally 
recognized that it is their role to ensure that departmental actions can be defended if 
financial improprieties are raised before the Public Accounts Committee by my equivalent 
in the United Kingdom, the Comptroller and Auditor General. 
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9.4 This chapter of the report deals with the organization for financial manage- 
ment and control within departments with primary emphasis on the manner in which 
financial personnel assist deputy heads and other managers with program responsibility in 
properly managing and controlling financial resources. 


DEPARTMENTAL ORGANIZATIONAL ARRANGEMENTS 


9:5 The way the financial function is organized and senior financial officers report 
varies greatly from department to department. Departmental arrangements include those 
where the head of the financial function reports: 


- directly to the deputy head of the department; 


- to the deputy head through a senior administrative officer who is also responsible for 
a number of other administrative duties, including personnel in a few cases; and 


- to the deputy head through two or more levels of senior administrative officers who 
have progressively broader administrative responsibilities, which invariably include 
personnel at one or other of these levels. 


9.6 Departments falling into each category do not appear to have special charac- 
teristics that would indicate why a particular organizational plan was adopted. Possibly the 
only general conclusion is that departments with highly decentralized operations tend to 
favour having the financial head report directly to the deputy head. Highly centralized 
departments feel able to combine administrative functions under a senior administrative 
officer rather than having the various units report separately to the deputy head. 


977 ~ Possibly personal capabilities govern reporting arrangements since, almost 
without exception, the chief financial officer reporting directly to a deputy head is well 
qualified, usually with professional accounting qualifications. Moreover, departments with 
this reporting relationship place greater emphasis on giving direction in financial matters to 
field personnel. This may result from a higher level of skills or it could indicate that 
financial officers reporting directly to the deputy head are in a better position to influence 
their colleagues at lower levels within the department. 


9.8 Where the departmental officer with the greatest financial competence re- 
ports to the deputy head through a senior administrative officer without similar financial 
competence, it may be that: 


- financial management and control concerns will not be adequately expressed at 
meetings of senior management; and 


- the status of the financial staff will be lowered to a point where program officers will 
not look to them as a source of advice. 


ED) The senior administrative officer responsible for finance need not have profes- 
sional accounting training in every case. This may well depend on the size and complexity 
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of a department’s programs. Finance may well be combined with other administrative 
functions under a senior officer responsible to the deputy head. However, if this is done the 
senior administrative officer responsible for the combined operation must have the qualifi- 
cations needed to ensure adequate systems of financial management and control and to 
provide competent advice to the deputy head and his senior staff. 


9.10 Ensuring proper budgetary, accounting and reporting systems and internal 
control procedures requires a significant degree of specialized accounting knowledge. Advis- 
ing senior program personnel on the financial implications of their plans and on the most 
effective use of funds requires a broad knowledge of government programs and of budget- 
ary procedures, as well as a knowledge of the procedures of central agencies. Thus, the 
senior departmental financial officer will require an appropriate combination of training 
and experience to be capable of handling all aspects of financial management and control. 


9.11 The responsibilities proposed for the senior departmental financial officer as 
outlined later, clearly indicate that the level of competence and experience cannot fall 
below a certain minimum if the financial duties are to be performed properly. Too many 
levels of management between the deputy head and the most senior financial officer will 
inevitably result in a deterioration in the quality of direction to financial staff throughout 
the department, and may cause competent staff to look for opportunities elsewhere in the 
hope of finding the leadership they have a right to expect. 


9.12 The senior departmental officer responsible for financial management and 
control should report directly to the deputy head and be a member of the departmental 
management committee. He should always have the training and experience to act as the 
deputy head’s adviser on all aspects of financial management and control, and to provide the 
necessary leadership to all financial staff in the department. 


INTERNAL DIRECTION AND GUIDANCE 


913 Senior financial officers now put inadequate effort into providing technical 
guidance to personnel performing financial duties at headquarters or in the field but who 
are not under their direct supervision. Also, financial officers at all levels do little to assist in 
selecting, training and evaluating financial and administrative officers who, although not 
under their direct supervision, carry out the bulk of financial management and control 
duties by assisting managers with their financial responsibilities at operating levels within 
departments. 


9.14 Few senior financial officers give effective technical direction even in those 
areas where there are clear opportunities to do so. For example, departmental financial 
manuals are often inadequate or not up to date, although they have improved recently, 
thanks largely to the efforts of the Treasury Board evaluation teams examining this and 
similar areas. Senior financial officers sit on selection boards for recruitment of other full- 
time financial officers, but they are seldom involved in other activities related to financial 
staffing. Similarly, there is little evidence of methods of improving communications between 
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head office and field financial staff. Senior financial officers also need to provide more 
guidance to department staff carrying out work of a financial nature but reporting to 
managers outside of the financial function. 


9.15 This technical direction or guidance can take a variety of forms, including: 


- developing and communicating, through departmental financial manuals, the forms 
to be used and the procedures to be followed in carrying out specified financial 
activities; 


- communicating information on new financial policies and procedures through manu- 
als and directives, field visits and periodic meetings; 


- advising, on request, as to the best method of dealing with financial problems of a 
non-recurring nature or beyond the competence of the individual concerned; and 


- monitoring the performance of financial personnel in the field, as a basis for advising 
on appraisals of their performance, training, career development and other staffing 
matters. 


9.16 This need for direction in financial matters applies not only to full-time 
financial staff in the field and in the headquarters units of department programs, but also to 
other administrators involved to any significant extent in activities of a financial nature. 


9.17 Many departments have trouble recruiting the calibre of financial officer they 
need and in keeping them long enough. The resulting high vacancy and turnover rates have 
adversely affected departmental financial management and control systems in the following 
ways: 


- when staff shortages develop, essential control and transaction processing procedures 
get priority over provision of services and information; 


- with staff changing rapidly, financial officers do not get a chance to learn enough 
about departmental programs to give the advice expected of them. Also program 
managers and financial officers do not get time to develop the mutual respect and 
confidence needed for a team approach to solving financial problems and developing 
more effective financial management tools; and 


- rapid staff turnover inhibits the development of effective financial systems since the 
time span for system design, development of procedures and forms, training of staff 
and implementation may cover several years, with changes often only being possible 
at specific times within a fiscal year. 


9.18 These are not easy problems to resolve. However, they do indicate the need 
for stronger leadership to compensate for the lack of experienced financial staff in the field 
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and to ensure proper emphasis on the advisory and innovative aspects of financial manage- 
ment. It may well be necessary to impose tighter controls over expenditures and to decen- 
tralize at a slower pace because of the scarcity of qualified financial personnel. 


9.19 Senior departmental financial officers ought to give greater direction or guid- 
ance to staff performing financial management and control duties within departments. This 
should include as a minimum: 


- comprehensive departmental financial manuals; 


- personal contacts with financial and other officers to whom they give technical direction, 
including formal meetings, and periodic field visits; and 


- participation in the selection, training and evaluation of financial staff, even where they 
are not directly under their supervision. 


SCOPE OF RESPONSIBILITIES OF FINANCIAL STAFF 


9.20 The present system of financial management in departments tends to place 
more emphasis on keeping expenditures within allotment limits then on making the most 
effective use of available funds. Obtaining and controlling cash appropriations is the pri- 
mary preoccupation of financial staff in many departments rather than assisting in manag- 
ing and controlling financial resources. This lack of concern about the effectiveness or 
efficiency of spending has been accentuated by the ease with which money can be transfer- 
red within broadly defined appropriations, and the extent to which surpluses are available 
within appropriations under present budgeting methods. 


9.21 Because of the procedures they must follow, program managers regard data 
submitted by them to Treasury Board or furnished to them by the centralized financial 
reporting system as of such questionable validity that they lack a commitment to adhere to 
budget proposals or to use information reported by the financial system. Too often manag- 
ers are not told why their budgets are reduced or how they should modify spending to 
accommodate these reductions. All this tends to make program managers look on the 
budgeting process and the review of financial reports as merely academic exercises that 
detract from their real job — to get on with the program or activity for which they are 
responsible. 


S22 The responsibilities falling within the ambit of the senior financial officer in 
almost all departments are too narrowly circumscribed. There is a general lack of recogni- 
tion within the departments that internal control should permeate all aspects of administra- 
tion and that the senior financial officer ought to be responsible for ensuring proper 
financial controls, even in areas where responsibility in other respects is assigned to others. 


9.23 Surprisingly, senior financial officers often do not see their role as encompass- 
ing the internal control aspects of other administrative areas or else they have been denied 
any involvement in them. This situation is allowed to continue because of the fact that in 
many departments the senior administrative officer responsible to the deputy head for the 
financial function does not have the background that would make him aware of the 
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importance of proper financial control. Controls over inventories, fixed assets and payrolls 
in many departments are inadequate. Internal audit programs do not expose those inade- 
quacies since they also tend to be based on the same narrow perception of the scope of 
financial controls. Senior financial officers need greater responsibility for ensuring that 
adequate financial controls exist with respect to inventories, fixed assets, revenues, payrolls 
and similar areas that may not be under their direct supervision. 


9.24 The growing emphasis on the development of sophisticated management 
information systems, and the greater use of computers for all data processing purposes, may 
lead to a tendency to move away much of the routine record keeping related to accounting, 
budgeting and management reporting from the direct supervision of financial officers. This 
should not lessen in any way their responsibility for the effectiveness of the financial 
information system and for the usefulness of the information generated for it through these 
outside sources. 


9.25 If there is to be greater accountability for public funds, as this report ad- 
vocates, the role of the senior financial officers in departments must change. Deputy heads 
and other senior personnel must be able to look to them to ensure that operating budgets of 
managers provide an effective basis for budgetary control, and that financial reports dis- 
close variances that are significant for purposes of management action. 


9.26 The responsibilities suggested for a senior departmental financial officer are 
designed to reflect the objective of having him serve as: 


- the senior financial adviser to the deputy head and senior program managers; 


- the senior officer responsible for departmental systems of financial administration; 
and 


- an independent monitor of what is done by other departmental personnel, to ensure 
financial probity and the accurate disclosure of information on financial plans and 
results. 


7 AI As an example of this monitoring role, the senior departmental financial 
officer should have responsibility for signing departmental budgetary submissions and 
financial statements to indicate that he is satisfied the submissions and statements are 
accurately and fairly presented. 


9.28 Other responsibilities that should be carried out by financial officers are: 
Operations 
- designing and operating accounting and financial reporting systems; 


- designing and keeping up to date the departmental classification of accounts; 


- forecasting cash requirements; and 
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co-ordinating and consolidating information for Program Forecasts, Estimates and 
Public Accounts. 


Advice 


advising the deputy head and program managers on their needs in the area of 
financial administration and on the financial implications of their plans and 
decisions; 


supporting the deputy head in meetings with outside agencies, such as the Treasury 
Board and the Public Accounts Committee; 


interpreting legislative, regulatory, and other financial requirements of Parliament 
and the central agencies; and 


co-ordinating and assembling financial data for use in preparing budgets. 


Control 


reviewing budgetary submissions to verify costs and adherence to instructions; 
developing appropriate output and performance measures; 


analysing variances between budgeted and actual figures in relation to revenues, 
expenditures and measures of performance; 


maintaining records to ensure appropriations and allotments are not exceeded; 


ensuring that the department’s system of financial control provides for adequate 
division of duties and covers all departmental revenues, expenditures and assets; 


directly exercising payment authority under Section 26 of the Financial Administra- 
tion Act; and 


advising on the scope, coverage and results of financial audits. 


Direction 


giving technical direction on financial matters to financial officers and to administra- 
tive officers carrying out financial responsibilities in program headquarters and field 
offices; 


providing guidance on the organization, staffing, training and evaluation of financial 
officers providing services to operating managers at all levels of the department; 


ensuring that departmental financial manuals are complete and up to date and are 
distributed to all staff needing them; and 


developing instructions for budget preparation, including forms, time-table and cost 
data. 
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9.29 Senior departmental financial officers ought to be given responsibility for: 
- providing budgetary, accounting and financial reporting services; 
- ensuring that adequate financial controls exist on all assets and financial transactions; 


- advising and supporting deputy heads and their staff in all matters pertaining to 
financial management and control; 


- developing, monitoring and controlling budgetary allocations through analysis of fi- 
nancial reports and ensuring the adequacy of the systems used in their preparation; and 


- furnishing technical direction and guidance to all personnel within departments respon- 
sible for these duties. 


APPOINTMENT OF FINANCIAL OFFICERS 


9.30 A deputy head is accountable for the adequacy of his department’s financial 
management and control systems. The Financial Administration Act also spells out a 
number of specific matters for which a deputy is responsible. The Act emphasizes the 
control aspects by making the deputy head responsible for seeing that allotments are not 
exceeded, that sufficient unencumbered funds are available to discharge commitments, and 
that all requisitions for payment are lawful charges against the appropriation concerned. 


931 The Glassco concept of giving departments much greater leeway in control- 
ling the disposition of funds appropriated for their use by Parliament was intended to 
increase the authority of deputy heads. However, Glassco also suggested: “‘The granting of 
greater working freedom to departments must be accompanied by two restraints. First, 
departmental managers must work within common policy guidelines laid down by Treasury 
Board. Second, the Treasury Board should concur in the appointment and participate in the 
development of the careers of the senior financial officers of each department and agency”’. 


9.32 Although Treasury Board has issued a Guide on Financial Administration 
the Secretariat plays virtually no part in financial officer appointments which fall almost 
entirely within the responsibility of departments subject only to the approval of the Public 
Service Commission. At present, Treasury Board has only limited ability to ensure that its 
instructions are respected since senior finance officers lack what Glassco advocated — ‘“‘the 
sense that their future career rests primarily — though not exclusively — on the assessment 
of their performance by the staff of the Treasury Board, rather than on their ability to 
please the heads of their departments”’. 


9.33 Proposals in the next chapter of this report are intended to strengthen 
financial management and control at the central level. However, they will do so only if 
central agencies can rely on the data and systems of individual departments. The Treasury 
Board Secretariat, even with implied sanction of withholding funds, has not succeeded in 
obtaining an adequate standard of financial management and control. Non-implementa- 
tion of the Glassco recommendation, which was designed to enable Treasury Board to 
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influence the careers of financial officers, may be one of the principal reasons for the present 
unsatisfactory situation. A central agency will lack an essential means of ensuring that its 
instructions are carried out unless it plays an active role in the appointment of senior 
financial officers of departments, and they, in turn, influence the appointments of those to 
whom they give direction. This would best be achieved through co-operation with the 
Public Service Commission. 


9.34 This is not intended to reinstate the situation that existed before 1969 where 
departmental treasury officers reported to the Comptroller of the Treasury. Deputy heads 
would still have the right to say who should advise them. Recommending that the appoint- 
ment of senior financial officers be subject to Treasury Board concurrence, Glassco said “‘it 
should be emphasized that the departmental finance officers would not be officials of the 
Treasury Board simply by virtue of conferring on the Board a voice in appointment’’. The 
appointment of a senior departmental financial officer gives a stronger resource to a deputy 
head and in no way erodes either his authority or his responsibility. 


935 The Public Service Commission ought to appoint senior departmental financial 
officers only after consultation with appropriate central agencies to ensure that recognition is 
given to the qualifications and performance of the persons recommended by deputy heads. 
Appointments of other financial officers ought to be made within departments only after similar 
consultation with senior departmental financial officers. 
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X NEED FOR STRONGER CENTRAL DIRECTION 


10.1 Previously in this report, a number of proposals have been made which call 
for either action or study by a central agency. These include: 


- studying the form and content of the Estimates and co-ordinating the Public Ac- 
counts with them; 


- improving the budgetary process through clearer communication of objectives and 
priorities, cyclical reviews of all programs, quality data, and better communication 
and documentation of procedures, and training therein; 


- approving and periodically reassessing departmental budgetary control and financial 
reporting systems; 


- studying the means to improve the accuracy and timeliness of accounting and 
reporting systems; 


- reviewing and approving financial control aspects of all departmental systems in- 
volving expenditures, revenues and assets; 


- prescribing standards for departmental financial audits; 


- conducting several studies of personnel systems affecting the staffing of the financial 
function; and 


- assisting in the training and career development of financial staff and advising on 
their qualifications. 


This emphasis on central, as compared to departmental, responsibilities reflects the fact that 
this report deals with central responsibilities or matters of government-wide interest. These 
government-wide issues were excluded from reports to deputy heads of departments and 
agencies because unilateral action was neither feasible nor desirable. 


10.2 In 1962, the Glassco Commission recommended a substantial rearrangement 
and decentralization of responsibilities for financial mangement and control to depart- 
ments, with consequent modifications in the responsibilities of the Treasury Board, its 
Chairman, its Secretary, the Department of Finance and the Comptroller of the Treasury 
(at the time an officer of the Department of Finance likened by Glassco to a “‘a policeman 
patrolling the departments to ensure financial rectitude’’). It is readily apparent in compar- 
ing the findings in this report with Glassco’s that, whereas Glassco found financial responsi- 
bilities excessively centralized, many current deficiencies result from decentralization with- 
out effective central direction. 


10.3 The range of the deficiencies this report describes indicates a need for 
stronger central direction if a higher standard of financial management and control is to be 
achieved in future. This chapter concludes the report by examining the manner in which 
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central responsibilities are now exercised and by describing how such central direction 
might be better provided. 


PRESENT ASSIGNMENT OF CENTRAL RESPONSIBILITIES 


Treasury Board 


10.4 Glassco recommended that the Treasury Board, as a committee of Cabinet, 
should be headed by a Minister responsible for the co-ordination of programs and for the 
general management of the Public Service but with no departmental responsibilities. 
Glassco visualized as ‘“‘serving the Board — and, when necessary, Cabinet itself — the 
Secretary and a compact highly qualified staff’. As to the latter, Glassco saw three main 
divisions identified as: 


« “A program division, concerned with the analysis of program, the review of 
departmental estimates, and the framing of general standards of administration. 


« “‘A personnel division, concerned with personnel policy and standards of person- 
nel management, and staff relations in the public service. 


¢ ““An administrative improvement division to stimulate and guide an urgently 
needed program of continuous improvement in operating systems and procedures 
throughout the machinery of government”’. 


In addition, the staff of the Treasury Board would share the tasks of “‘reviewing the plan of 
organization of the government and identifying necessary adjustments, of appraising the 
performance of departments and the abilities of senior administrators, and generally of 
fostering improved management and strong administrative leadership throughout the pub- 
lic service”’. 


10.5 The Financial Administration Act assigns statutory responsibility for financial 
administration within the Government of Canada. It gives the Treasury Board many, but 
not all, central responsibilities for ensuring adequate financial mangement and control. 
Section 5 sets out broad general responsibilities for financial management and accounts. 
Section 6 defines the regulatory power in respect of certain of these responsibilities. More 
than 20 other sections give the Treasury Board authority to issue regulations, to take 
specific action, or to make recommendations to the Governor in Council. Many of these 
responsibilities, some of which date back to the original Act in 1951, have never been 
exercised. 


10.6 The existence of the Comptroller of the Treasury may explain the reason for 
Treasury Board’s inaction until 1969. Staffs of the Comptroller and of Treasury Board were 
closely related to each other since both were employees of the Department of Finance until 
1965. The Comptroller of the Treasury supplied departments and agencies with most of the 
financial services that they had available. Also he could reject any requisition for payment 
from the Consolidated Revenue Fund if he decided that it was not a lawful charge, would 
result in a payment in excess of an appropriation, or would leave a balance that would not 
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be sufficient to meet commitments charged against it. Thus, the Treasury Board had little 
need to issue regulations or other instructions. In fact, the Comptroller’s own manual, rather 
than any Treasury Board instructions, served as the main source of instruction on financial 
management and control. 


10.7 In 1969 the situation changed. Amendments to the Financial Administration 
Act made deputy heads of departments and agencies primarily responsible for financial 
management and control. The position of the Comptroller of the Treasury was abolished, 
with his staff forming the nucleus for the Services section of DSS which supplies services in 
the financial area principally at the request of the departments served. It would appear that 
Treasury Board did not react to the changes at the time, except to issue such regulations as 
were necessary to provide for the new relationship between DSS and departments and 
agencies. 


10.8 About the same time, the internal organizational arrangements recom- 
mended by Glassco for Treasury Board were changed with the disbanding of the Manage- 
ment Improvement Branch, which had played the role of Glassco’s ‘“‘administrative im- 
provement division”’, and the creation of two new branches: the Planning Branch and the 
Administrative Policy Branch. As a result, financial management and control responsibili- 
ties became divided among three branches: 


- Program, for resource allocation and budgetary control; 


- Planning, for a broad range of planning and evaluation techniques, including inter- 
nal audit; and 


- Administrative Policy, for all other financial management matters. 


10.9 As one of its first major endeavours the new Administrative Policy Branch 
reviewed the quality of financial management and control in a sample of departments. This 
led to the issue in 1973 of the Guide on Financial Administration for Departments and 
Agencies of the Government of Canada. It set out, as stated in the foreword, ‘‘a course of 
action for deputy heads to follow in discharging their responsibilities for financial adminis- 
tration’’. In 1974, the Branch began an evaluation of departmental adherence to the 
directives and guidelines contained in the Guide, and became increasingly active in encour- 
aging improvements in financial administration in line with them. 


10.16 The Board in late 1974 appointed an Assistant Secretary, Financial Adminis- 
tration, within the Administrative Policy Branch. This officer’s staff recommends financial 
administration policies for Board approval, and evaluates departmental financial systems. 
He is not, however, involved in instructions to departments regarding budgetary submis- 
sions to Treasury Board or for advising on authorities granted to departments through 
annual and other appropriations giving specific statutory authority for actions which often 
are exceptions to the general requirements of the Financial Administration Act. Budgetary 
submissions to Treasury Board provide the basis for most departmental budgetary 
processes, and govern most of their other financial processes, but the Assistant Secretary, 
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Financial Administration is not generally consulted to ensure that budgetary procedures 
and proposals give adequate consideration to matters of financial control. Even though 
OPMS is an important means for budgetary control, as well as for resource allocation, it 
remains a responsibility of the Planning Branch which developed it. Thus, three branches of 
the Secretariat share responsibility for the matters which are the subject of this report. 


Department of Supply and Services 


10.11 The Services component of DSS provides a wide range of services to depart- 
ments on request, including data processing, accounting, auditing and financial. In this 
service role, DSS may become aware of departmental practices which contravene parlia- 
mentary and Treasury Board instructions but it is not, as a service agency, in any position to 
stop or draw attention to them. As a result, neither Parliament nor Treasury Board can 
expect it to enforce instructions if a deputy head wishes to ignore them. 


10.12 The Minister of Supply and Services serves also as Receiver General for 
Canada. The Minister has direct responsibility for cash receipts in to and cash disburse- 
ments out of the Consolidated Revenue Fund, and for the central accounts of Canada, as 
well as for the preparation of the Public Accounts. These responsibilities, however, are not 
the Minister’s alone. The law assigns to the Minister of Finance responsibility for managing 
the Consolidated Revenue Fund, the form of the Public Accounts, and the accounts to be 
kept in respect of assets and direct and contingent liabilities. Accounts in respect of expendi- 
tures, revenues and other payments in to and out of the Consolidated Revenue Fund are 
subject to Treasury Board regulations. 


Department of Finance 


10.13 The law does not set out as clearly the Department of Finance’s responsibili- 
ties in the area of financial management and control. Generally, it can be said that, despite 
statutory responsibilities assigned to the Minister of Finance, the Receiver General’s staff is 
responsible for the day-to-day operation of the Consolidated Revenue Fund, and produces 
the Public Accounts and the government’s financial statements. However, the Finance 
Minister’s role as the principal financial adviser of the government means that his views 
and those of his department seldom are ignored. When the Treasury Board’s Secretariat 
and the Office of the Comptroller of the Treasury formed part of the Department of 
Finance, the formal lines of responsibility clearly led to the Minister of Finance. Today two 
other ministers and their departments share responsibility. 


NEED FOR UNIFYING CENTRAL RESPONSIBILITIES 


10.14 For financial controls to be improved in the manner envisaged in this report, 
leadership is required from a central agency. Responsibility for central direction could 
continue to be provided by several central agencies as at present, but it is clear that, if 
controls are to be co-ordinated and present deficiencies are to be remedied, responsibilities 
should be unified wherever possible within a single central agency. 
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10.15 The findings of this report make clear the responsibilities that should be 
exercised by a central agency. These involve recommending to Treasury Board, policies, 
directives and guidelines, in all areas of financial management and control, providing 
interpretations thereof to departments, evaluating departmental financial control systems, 
and providing leadership to financial staff throughout the government. This includes: 


- advising on the content of the Estimates from the viewpoint of budgetary control 
and financial reporting; 


- co-ordinating the content of the Public Accounts so that consistency between the 
Estimates and Public Accounts is achieved; 


- advising on the accounting practices authorized by appropriations, and other legisla- 
tion and which must be followed in preparing the financial statements of Canada; 


- approving and monitoring departmental budgetary control, financial reporting and 
cost measurement systems; 


- preparing government-wide analyses of significant variances between planned and 
actual financial performance; 


- prescribing central requirements for accounting information and assessing the struc- 
ture of accounts used by departments in budgetary and financial reports; 


- setting standards for and monitoring performance of internal audits of financial 
compliance and operational efficiency; and 


- advising the Public Service Commission on qualifications of financial staff, and co- 
operating in their training and career development. 


This listing of responsibilities demonstrates the close relationship between budgetary and 
other financial control processes: the Estimates govern the Public Accounts; they provide 
the basis for budgetary control reports; and they determine the nature of much of the 
information kept in the accounts. 


Unification within the Treasury Board Secretariat 


10.16 Treasury Board now has primary statutory responsibility for financial man- 
agement throughout the government. Therefore it is the most logical existing central agency 
to provide more effective central direction. Governments often combine responsibility for 
financial controls in a central budgetary agency in the belief that it has the reason and the 
means to cause effective action: the reason is that controls may lessen resource demands; 
the means is that funds can be denied to departments demonstrating lax controls. 


10.17 Glassco appears to have believed that, once his organizational proposals were 
implemented, the Secretary of the Treasury Board would assume responsibility for giving 
central direction in matters of financial controls. The facts indicate, however, that no 
Secretary since then has fully assumed this role. While many factors may have contributed 
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to this, the weight of the Secretary’s many other responsibilities would be justification 
enough. 


10.18 The Program Branch, at the time of Glassco, exercised most of the Board’s 
responsibilities for financial management and control. Budgetary control responsibilities 
remained with it when the Management Improvement Branch was created, thus perhaps 
explaining the latter Branch’s treatment of financial management as no more important 
than paperwork procedures, operations research, and other administrative techniques. Only 
one or two relatively junior officers were assigned to work in the area. When the Planning 
and Administrative Policy Branches were created, most financial management and control 
responsibilities were assigned to the latter, although the Planning Branch took on responsi- 
bilities formerly falling within the scope of financial management, involving planning, 
information system and audit type functions. 


10.19 As a result, three branches of the Board’s Secretariat now share responsibility 
for giving central direction in matters of financial management and control and only the 
Secretary can co-ordinate these activities. Branch Deputy Secretaries are given considerable 
leeway in managing their branches, and as a result, the Secretariat sometimes appears in 
the eyes of departments to give conflicting directions. If the Treasury Board is to give 
stronger central direction, responsibility should be unified at some point other than the 
Secretary himself, since the Secretary’s many other important responsibilities make it 
unlikely that he will be able to give financial management and control the attention they 
require. 


10.20 The findings of this report demonstrate as probably the most major deficiency 
the fact that budgetary control is not effective either centrally or within departments. Any 
remedies for this depend on plans being more explicitly stated when resources are allocated. 
Thus, the consolidation of resource allocation and control responsibilities within the Pro- 
gram Branch of the Secretariat may appear to make most sense. 


10.21 The facts indicate, however, that the Program Branch which has had respon- 
sibility for budgetary control has not been very active in giving direction: 


- vote wordings and statements of objectives contained in the Estimates have progres- 
sively become so general that they fail to provide a useful means of control by the 
Board and Parliament over departmental spending; 


- data are accepted in budgetary submissions with little follow-up to determine the 
degree of reliability in relation to recorded expenditures; 


- the subject of allotment control which was covered in a separate chapter in an earlier 
manual was omitted when the Program Forecast and Estimates Manual was pre- 
pared a decade ago; and 


- no reports on actual expenditures are required by the Branch for monitoring depart- 
mental expenditures in relation to the Estimates. 
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The reasons for this lack of interest may be: the program and policy orientation of the 
Branch, a recognition that resource allocation decisions are often facilitated by leaving 
purposes for which funds are required vaguely or generally stated, the lack of financially 
trained program analysts, the pressure of other responsibilities, or a belief that the Branch 
had no means of taking action if departments choose to ignore plans contained in Program 
Forecast and Estimates submissions. 


10.22 In the private sector, decisions on the allocation of resources among compet- 
ing programs are made by the executive of an organization. Once decisions have been 
made, the chief executive relies on his chief financial officer to monitor expenditures and to 
report to him variations from plan. 


10.23 Good financial control requires an appropriate division of responsibilities. 
The degree of division of responsibilities is of course a matter of judgement and a function 
of the size of an organization. Better control, however, would obviously result if responsibil- 
ity for budgetary control were assigned to staff other than those who review departmental 
requests in the first place. This also increases the likelihood that budgetary control would 
receive the attention it warrants. 


10.24 The unification of responsibilities listed above would add to the Board’s 
duties the responsibility for accounting and reporting practices now assigned to the Depart- 
ment of Finance. Finance, however, would continue to exercise it responsibility for manag- 
ing the government’s cash balances. The Receiver General would remain in charge of 
banking arrangements, including controlling cash receipts and cheque issue. Thus, there 
would be relatively little change in the responsibilities of the other two departments, except 
that the Board through its Secretariat would assume primary responsibility for establishing 
the accounting practices governing government-wide financial reports, including the Public 
Accounts. 


10.25 The unification of responsibilities would also result in some changes in the 
manner in which responsibilities are assigned within the Secretariat. Two options are 
possible. One would be to consolidate within a new branch responsibilities now shared by 
the Program, Planning and Administrative Policy branches; the other would be to leave 
responsibilities allocated to the several branches but appoint a senior officer to co-ordinate 
their activities. Either approach would unify responsibilities and provide better co-ordina- 
tion. The officer responsible for financial management and control under either alternative 
would be able to ensure that there is adequate financial disclosure of departmental pro- 
grams, effective control of appropriations, adherence to Treasury Board requirements, and 
probity and prudence in the utilization of public funds. 


10.26 The need to provide more effective central direction would obviously result in 
some increase in Treasury Board staff. A limited number of senior financial officers would 
be required to work with program analysts in verifying Estimates data, in reviewing 
monthly financial statements, and in preparing such analyses as are required by the Board 
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itself or by analysts. Some strengthening would also be required of those now evaluating 
departmental systems or working in the policy area. While, in total, their numbers would 
not be great, this would result in a significant expansion of the Secretariat, a consequence 
that should not be ignored in view of the fact that it is obviously desirable to keep the 
Secretariat as small as possible so that administrative problems do not get in the way of the 
more vital policy roles to which the Secretariat must give priority. 


Unification within another central agency 


10.27 Responsibility for providing central direction, before the Glassco-instigated 
organizational changes, was clearly centred in the Minister of Finance. He was chairman of 
Treasury Board and the Secretary of the Board was a member of his Department; the 
Comptroller of the Treasury reported to him and his staff were also members of the Finance 
Department. 


10.28 Some governments and some organizations in the private sector assign 
financial control responsibilities to a finance department since this combines the function of 
obtaining funds with controls over their utilization. Such an arrangement makes most sense 
when revenues and expenditures have to be kept in balance. Today, while advice on fiscal 
policy originates in Finance, ultitmate responsibility for determining the levels of expendi- 
tures and revenues and the balance between the two rests with Cabinet and its Committee 
on Priorities and Planning. Thus, placing greater responsibility for financial control in the 
Department of Finance does not have the same advantages, particularly since few financial 
control responsibilities remain there today. 


10.29 _ Placing additional control responsibilities with the Services component of the 
Department of Supply and Services would also be undesirable since it would be inconsistent 
to provide services to deputy heads and at the same time to exercise controls over them in 
related matters. Moreover, the large number of clerical and administrative staff which DSS 
requires to provide services would tend towards the types of clerical controls that character- 
ized the Office of the Comptroller of the Treasury and which undermined the authority of 
deputy heads and the sense of responsibility of their financial staffs prior to 1969. 


10.30 If the Treasury Board Secretariat does not assume the central leadership role 
in matters of financial management and control, it would be better to create a new central 
agency headed by a person reporting directly to a minister of the government. This has the 
disadvantage of creating a new agency with continuing needs for co-ordination of responsi- 
bilities, as well as the additional costs it might entail. However, it has the advantage of 
ensuring that the financial function would receive the attention of a minister and that the 
agency would not be distracted by the pressure of competing responsibilities. If this course 
of action were chosen it would be essential that the head of the agency be regarded as the 
senior Official of the government in all matters of financial management and control. Close 
relationships would be required with the Treasury Board’s Program Branch to co-ordinate 
the resource allocation process with financial control functions. The Board in all other 
respects should not seek to build up an independent capacity to monitor departmental 
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expenditures and to review departmental control systems, but should rely on the new 
agency as its primary source of advice on financial control matters. 


EFFECTIVE LEADERSHIP 


10.31 Whatever organizational arrangement is adopted, the senior officer responsi- 
ble for financial management and control in the Government of Canada should have a 
status which makes it appropriate for him to have direct access to deputy heads and they in 
turn to consult him without fear of offending their financial advisers. In addition, the 
responsible officer should be senior enough to permit him to give technical direction to 
senior financial officers of departments on matters affecting the government as a whole. 


10.32 Status alone will not ensure that the direction given will be that required. The 
person must also have the experience and knowledge necessary to be able to influence 
deputies and their staffs. He should: 


- have exercised both operating and financial responsibilities during his earlier career 
either within or outside government; 


- be recognized as a leader within the financial community in government; and 


- have demonstrated the wisdom required to counsel on policy matters. 


10.33 In addition the incumbent should not regard the position of the chief finan- 
cial officer of the government as a stepping stone to other jobs. If he is to be responsible for 
reviewing departmental systems and performance, he must be able to do so without concern 
for any adverse affect this may have on his future career. This objective would be attained 
only if the position were one that would be regarded as the pinnacle of a person’s career. 


10.34 The major thrust of the responsible organization should be to provide leader- 
ship to departmental financial officers, who should be the main source of information 
required. If a large central staff should result, this may indicate that the central agency has 
adopted a policy of detailed intervention in departmental financial processes rather than 
providing the leadership that is required. 


10.35 It is recognized that staff of the type required to provide effective central 
direction will be difficult to find and retain, particularly since departments now have many 
vacant positions and are having difficulty filling them. The organization’s first duty should 
be to attract and train staff with the necessary qualifications, and then to improve the 
overall quality of financial services in departments and agencies through a program of 
career development for financial officers in the government as a whole, involving periods of 
experience in both departments and central agencies. 


10.36 All the recommendations in the report have as their objective the improvement of 
financial controls. The more significant ones, either specifically or by implication, recognize the 
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need for a central agency to supply overall direction. It is clear that if controls are to be co- 
ordinated and are to operate effectively, responsibility for the following activities should be 
clarified and unified wherever possible: 


recommending government policies, directives and guidelines in the area of financial 
management and control, and providing interpretations thereof; 


advising on the form of the Estimates and Public Accounts; 


assessing departmental program and activity structures, and cost and other measure- 
ment systems in support of them; 


approving and monitoring departmental budgetary control, financial reporting and 
financial control systems, 


providing analyses of variances between planned and actual financial performance; 


establishing standards for and monitoring internal audit practices within departments 
and agencies, 


establishing the accounting practices governing the financial statements and Public 
Accounts of Canada; and 


assisting the Public Service Commission in the selection, training and career develop- 
ment of financial staff. 


126 


FINANCIAL MANAGEMENT AND CONTROL STUDY 
APPENDIX CONTAINING REPORTS TO DEPARTMENTS AND AGENCIES 
INTRODUCTION 


The financial management and control study involved examining 28 departments and 
agencies. The observations and recommendations reported to each deputy head, and their 
responses thereto, are attached. 


Each department and agency was reviewed by an audit team which examined depart- 
mental procedures in depth, interviewing a sample of departmental managers including line 
managers and most senior officers involved directly in providing financial management and 
control services. Since this study was designed to be a systems review, examination of 
financial records and individual financial transactions was limited to what was necessary to 
understand and check information obtained from departmental documentation and inter- 
views. Therefore the reports to departments primarily contain observations and recommen- 
dations concerning systems, and not specific transactions which may have come to the 
attention of the audit teams. 


Interim reports setting forth our findings, analysis and recommendations were submitted 
to each department and agency. Following meetings with the deputy heads and their senior 
financial advisers to verify findings and to discuss observations and recommendations, 
summaries were prepared to which departments were asked to respond. These summaries 
and departmental responses as agreed to by deputy heads are printed in full in this 
appendix. 


All programs and entities of each department or agency were covered in the review, 
except where the summary states otherwise. 


In reviewing these summaries the following matters should be noted: 


- the summaries contain a listing of system deficiencies. The length of this listing does 
not provide any indication of the relative quality of the systems of various depart- 
ments, but rather reflects the style of reporting of some sixteen different teams; 


- the summaries do not make any reference to those areas where departmental sys- 
tems are well designed since the object of the study was to identify weaknesses and 
indicate possible corrective actions; 


- matters viewed as being attributable to inadequacies in, or constraints imposed by 
government-wide personnel, budgetary, financial reporting and other administrative 
systems are not dealt with extensively in these summaries since it was felt that 
departments could not be expected to take unilateral action in these situations; 


aah 


- the order of presentation of observations and findings does not correspond to that 
used in the main part of the Supplement, since the latter was arrived at after many of 
the summaries had been provided to departments; 


- emphasis in the summaries is placed on recommendations. Where the recommenda- 
tions do not sufficiently explain the problem, a separte paragraph precedes one or 
more recommendations. Departments were asked to reply only to the 
recommendations; 


- no attempt has been made to verify that the actions indicated in departmental 
responses have been taken or that they have been effective in remedying the short- 
comings contained in our observations and recommendations. 


These summary reports to departments should be read in context of the full Supplement. 
The major deficiencies in financial management and control procedures identified in the 
summary and the main body of the Supplement apply to most departments and agencies. 
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DEPARTMENT OF AGRICULTURE 


Observations and Recommendations as at November 1974. 


Departmental Comments as at March 1975. 


Our study of the Department of Agriculture was confined to: 


The Administration Program 

The Research Program 

The Production and Marketing Program 
The Health of Animals Program 


The Race Track Supervision Revolving Fund 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION AND STAFFING 


¢ The scope, quality and potential effectiveness 
of financial management in the Department is 
impaired by high turnover and by difficulties 
in filling vacant financial administration posi- 
tions with experienced and qualified persons. 
This situation could be improved by the 
clearer definition of the financial function 
with an increase in the authority, responsibil- 
ity and career prospects of persons perform- 
ing financial functions. 


The Department should ensure that adequate 
financial staff is available to perform an effec- 
tive innovative management-support function 
by: 


(a) increasing the strength of, and perhaps re- 
organizing, the financial function; and 


(b) giving recruiting efforts high priority. 


DEPARTMENTAL COMMENTS 


The Department is now operating on the basis 
that program line managers have full responsi- 
bility for financial administration of their opera- 
tions and that necessary improvements to the 
system of financial management and control can 
be implemented within the existing decentral- 
ized organizational structure if suitable financial 
staff can be retained. The Department will give 
consideration to appropriate organizational al- 
ternatives and adjustments and currently is giv- 
ing high priority to recruiting and reviewing 
classification levels of financial officers and im- 
plementing other staffing actions. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


FUNCTIONAL RELATIONSHIPS 


¢ Senior financial officers do not always partici- 
pate in personnel management actions affect- 
ing financial or other officers performing fi- 
nancial functions on behalf of operating man- 
agers. Functional authorities and responsibili- 
ties are not clearly defined in departmental 
manuals and in organization charts, which 
results in inconsistencies in the scope and 
quality of financial services and difficulties in 
responding to and implementing new ac- 
counting, control or financial information 
requirements. 


The functional reporting relationships among 
senior financial officers and their functional 
subordinates should be strengthened, clarified 
and formally documented particularly with 
respect to: 


(a) 
(b) 
(c) 
(d) 


position descriptions; 
classification decisions; 
performance evaluations; 


career planning and professional develop- 
ment; and 


review and determiniation of priorities, 
goals, staffing requirements and budgets. 


(€) 


FINANCIAL FUNCTION OF THE 
PERSONNEL BRANCH 


¢ Identified deficiencies in the system of finan- 
cial controls over payroll preparation and the 
accounting and reporting of payroll costs and 
man-year utilization data appear to be pri- 
marily attributable to the sharing of responsi- 
bilities for these functions among financial, 
personnel and administrative officers. 


The system of financial controls operated by 
the Personnel Branch, and all amendments 
thereto, should be subject to continuing re- 
view and approval by the Senior Financial 
Officer. In particular: 
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DEPARTMENTAL COMMENTS 


The functional responsibility of senior financial 
officers at the program level will be clarified and 
formally documented. Steps will also be taken to 
ensure adequate participation by the Director of 
Finance, or his delegate, in the various person- 
nel management actions affecting financial of- 
ficers reporting to operating managers. 


A review of the system of financial controls op- 
erated by the Personnel Branch, beginning with 
Area Personnel Offices and the delegation of 
authorities, is under way. A new manpower staff 
reporting system was implemented in February 
1975 and improvements to this system will con- 
tinue to be developed. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(a) responsibility centre managers should be 
required to give spending authority on Ex- 
tra Duty Pay Certificates and the Personnel 
Branch should perform the appropriate 
check to ensure that delegated authorities in 
this regard are adhered to; 


(b) 


internal audit should review the payroll 
process; and 


(c) the payroll and man-year accounting sys- 
tems should be effectively integrated with 
the principal accounting, financial report- 
ing and budgetary controls of the 


Department. 


FINANCIAL MANUAL 


¢ The existing financial administration manual 
is not complete. For example, it does not in- 
clude and is not cross-referenced to: 


(a) concise statements of the financial responsi- 
bilities of those persons involved in the sys- 
tem of financial management and contro]; 


(b) financial management and control proce- 
dures documented in administrative circu- 
lars and manuals or personnel and payroll 


memoranda; 


program forecast and budget preparation 
procedures and controls; and 


(c) 


(d 


— 


systems of internal control applicable to 
special situations such as revolving funds, 
inventories, or grants and contributions. 


The financial manual should be extended, us- 
ing supplements for each program where ap- 
propriate, to include topics not now covered 
and to comply with the Treasury Board 
guidelines. 


DELEGATION OF AUTHORITIES 


¢ Under the present system of delegated author- 
ities, a financial transaction could be initiated 
and approved by one officer and not be sub- 
ject to an independent check and authori- 
zation by a second officer. 
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DEPARTMENTAL COMMENTS 


Effective integration of this internal system with 
the principal accounting and reporting system, 
however, is a more complex matter and a longer 
term objective. The Department is also consider- 
ing other possible alternatives in connection 
with man-year accounting systems. 


The Department has been continuously develop- 
ing its financial manual over the years. It is rec- 
ognized that the manual is not complete and 
continued efforts will be made to improve and 
upgrade it in response to requirements identified 
by internal and by central agency reviews. 


OBSERVATIONS AND 
RECOMMENDATIONS 


The delegation of authorities should be re- 
vised in accordance with Treasury Board di- 
rectives and guidelines. 


ACCOUNTING CONTROLS 


¢ There are certain deficiencies in the overall 
purchasing/payment cycle due primarily to 
inadequate segregation of duties associated 
with the processing of documentation and 
other controls. As a result, there is a risk that 
fraud, error or incomplete data could go 
undetected. 


The system of accounting controls should be 
amended to ensure accuracy and authority 
and an appropriate degree of completeness of 
all data in the accounting system. In particular 
there should be adequate evidence, indepen- 
dent check and accounting control to ensure 
that: 


(a) prescribed controls are being adhered to; 


(b) potential fraud, errors and omissions would 
be detected; and 


(c) transactions are recorded in the appropriate 
accounting period. 


REVENUE POLICIES 


¢ No regular review is made to identify in- 
stances where it might be appropriate to in- 
troduce a fee for services now provided with- 
out charge, or to increase fees where current 
rates are either out-of-date or are nominal in 
relation to the cost of the services provided. 


The Department should establish a compre- 
hensive system of regularly reviewing the 
appropriateness of current fee schedules and 
ensuring that senior departmental manage- 
ment and Treasury Board are kept fully in- 
formed as to the financial significance of cur- 
rent policies and the potential need for 
revisions. 


DEPARTMENTAL COMMENTS 


The system of delegating authorities was re- 
viewed by the Treasury Board and the Depart- 
ment in 1974. The Department is currently de- 
veloping revised procedures to rectify identified 
deficiencies and to comply with Treasury Board 
directives. 


The Department will be reviewing in detail cer- 
tain aspects of its accounting controls and will 
implement the necessary improvements as 
quickly as possible. 


This matter was raised by a Treasury Board 
evaluation team in the spring of 1974 and the 
Department has prepared draft procedures for 
implementation in 1975. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL CONTROL OVER REVENUES 
AND ACCOUNTS RECEIVABLE 


A lack of appropriate segregation of duties, so 
that one clerk maintains an independent con- 
trol on the accuracy and integrity of another, 
is the most common of a number of types of 
identified deficiencies in most of the systems 
of internal control over billing, accounting 
for, collecting and depositing revenues 
throughout the Department. 


The senior financial officer should undertake 
an in-depth review of the effectiveness of all 
the systems of internal control over revenues 
and accounts receivable with particular em- 
phasis on the adequacy of the division of 
duties. 


CAPITAL EQUIPMENT 


¢ There should be a specific control to ensure 
that, at the time of purchase, each item of 
capital equipment is recorded in the otherwise 
comprehensive subsidiary systems accounting 
for these assets. 


INVENTORIES OF SUPPLIES AND 
LIVESTOCK 


The Department has significant inventories, 
which are attractive and marketable or of 
material value in relation to the budgets of the 
responsibility centres concerned, which are 
not under independent accounting or budget- 
ary control. There are inconsistencies in the 
purpose, mechanics and content of the Agri- 
culture Revolving Fund and the amounts in- 
cluded in it are not material in relation to the 
total budgets of the programs involved. 


The Department should: 
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DEPARTMENTAL COMMENTS 


The departmental accounting manual prescribes 
the basic division of duties inherent in controls 
Over revenue and accounts receivable. However 
it is recognized that, at the operational level, 
these controls are often not properly interpreted 
and applied. This point was also raised by a 
Treasury Board evaluation team in 1974 and, as 
a result, departmental procedures are being re- 
vised to make them more comprehensive and 
complete. A continued audit review of this area 
is also being carried out and will continue to be 
given emphasis in the future. The Department 
feels that this problem can be most effectively 
resolved by improving procedural directives (as 
indicated above) and by dealing with specific 
deficiencies or problems identified through the 
audit program. 


While the Department does not view this as a 
high priority item, it will consider the feasibility 
of implementing improved controls over subsid- 
lary systems. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(a) establish independent accounting controls 
over major inventories; and 


(b) wind up the Agriculture Revolving Fund. 


INTERNAL AUDIT 


Internal audit reports to the Director of Fi- 
nancial Administration. Many of its recom- 
mendations are not being promptly imple- 
mented and insufficient audit coverage has 
been carried out on the headquarters financial 
operations and the payroll systems. Where 
weaknesses in the. financial control systems 
have been identified, internal audit lacks the 
staff resources to extend its examinations to 
ensure that undetected fraud or error does not 
occur. 
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DEPARTMENTAL COMMENTS 


(a) The Department will pursue the question of 
establishing independent accounting controls 
Over major inventories in those circumstances 
where such controls will be beneficial and 
practicable. 


(b) The Agriculture Revolving Fund was estab- 
lished to serve an important need for short-term 
funds for the purchase of experimental animals, 
the multiplication of new crop varieties and to 
finance other specified revenue-producing 
activities. 

The Fund continues to meet these needs effec- 
tively, although its performance has become dis- 
torted over the years through presentation in the 
Public Accounts of “Statements of Operations”’ 
which introduce memorandum entries of over- 
head and operational expenses properly charged 
to other appropriations. There is the further 
anomaly that the name of the ‘Revolving 
Fund’’, approved by Parliament for specific pur- 
poses in 1952, is not fully in accord with cur- 
rently-accepted definitions of revolving funds 
promulgated in the Treasury Board’s Policy on 
revolving funds and working capital advances in 
1970. The Fund is reported in the Public Ac- 
counts as a working capital advance. 

The Department is prepared to respond to any 
valid audit observations or direction for im- 
proved administration and accounting relative 
to this Fund, or to change the name of the Fund 
if necessary, but does not agree that it should be 
closed out. 


OBSERVATIONS AND 
RECOMMENDATIONS 


The Department should establish an audit 
committee and should expand the present 
audit review over the financial controls within 
the Financial Administration Division, the 
Personnel Branch and the Program Accounts 
Offices. 


PROGRAM/ACTIVITY STRUCTURE 


The program/activity information presented 
in the Estimates and Public Accounts is of 
limited usefulness and may not be contribut- 
ing to effective parliamentary understanding 
and control. This information is not founded 
on the basic projects and processes (activity 
elements) which represent the fundamental 
operations of the Department. The system of 
budgetary control has not adequately sup- 
ported other efforts to integrate the concepts 
of Planning Programming and Budgeting, 
Management by Objectives and Operational 
Performance Measurement based on identifi- 
able activity elements. 


In accordance with the Treasury Board Direc- 
tive, the Department activity structures should 
be further sub-divided where appropriate to 
the point where the basic or lowest levels, the 
activity elements, identify the cost of the 
processes and projects, or both which are car- 
ried out to attain a programs objectives. 


The classification of accounts should be re- 
fined so that it can provide all cost data for 
budgetary control and other purposes, thereby 
obviating the need for supplementary costing 
systems to identify commodity, project or 
process costs. 


DEPARTMENTAL COMMENTS 


An audit committee, or alternative measures to 
ensure the objectivity of internal audit and an 
effective executive response to their recommen- 
dations, will be established. The Department is 
well aware that audit coverage requires expan- 
sion and in fact current and future plans provide 
for increased coverage in those areas mentioned. 
However, as with other financial staff, qualified 
auditors are difficult to recruit and retain and 
expansion of staff is contingent upon the availa- 
bility of additional resources obtainable through 
the program forecast submission. As in the past, 
available audit resources will have to be concen- 
trated in these areas considered to be of the 
highest priority to management. 


A special study team will be established to con- 
sider further sub-division of the present activity 
structures. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


BUDGET PREPARATION AND CONTROL 


The system of budget preparation and review 
is overly dependent on the abilities, experi- 
ence, integrity and personal style of the indi- 
viduals involved in the process. There is a lack 
of central direction, of documented evidence, 
of communication of management decisions 
and priorities and of meaningful information 
to support an effective review of new and con- 
tinuing programs. 


The detailed budgets resulting from the Pro- 
gram Forecast and Estimates preparation fre- 
quently are not providing a meaningful basis 
for financial reporting and for budgetary con- 
trol throughout the year as they do not repre- 
sent a realistic estimate of anticipated costs, 
man-year utilization and performance by 
month and by object of expenditure, project or 
process against which managers can be held 
accountable. 


There should be adequate documentation and 
communication of management priorities and 
decisions and departmental procedures for the 
preparation and review of program forecasts, 
Main Estimates and detailed responsibility 
budgets. ~ 


Detailed responsibility budgets, within the 
constraints of the total approved Estimates, 
should be adjusted so that they continue to 
provide a realistic base for budgetary control 
throughout the year. 


Accrual accounting and budgeting procedures 
should be established throughout the Depart- 
ment for application in any instance where 
simple cash data is not a meaningful or ap- 
propriately accurate basis for identifying 
costs, matching costs with performance, or 
otherwise maintaining effective budgetary 
control. 
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DEPARTMENTAL COMMENTS 


The Department will endeavour to improve doc- 
umentation and communication to support the 
preparation and review of budgets subject to the 
time constraints of the process and recognizing 
that rarely does the Department receive in ad- 
vance from the Treasury Board Secretariat de- 
finitive statements of Government priorities. 


Budget adjustment and accrual accounting pro- 
cedures will be developed for implementation in 
appropriate circumstances as required. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FINANCIAL REPORTING 


¢ In almost all instances responsibility centre 
managers use the prescribed computerized 
financial reports only to compare the total 
year-to-date expenditures with budgets to as- 
sess the future availability of funds. The re- 
ports are not sufficiently complete, accurate or 
meaningful for those managers attempting to 
analyse financial data more precisely or hold 
their subordinates accountable. Generally al- 
ternative records or means of assembling in- 
formation are maintained for them. 


The Department should improve its use of the 
financial reporting services of the Department 
of Supply and Services. In particular, the fol- 
lowing should be provided for: 


(a) 


assembly of costs in terms of activity 
elements; 


(b) 


accrual accounting techniques; 


(c) 


reporting of monthly data; and 


assembly of operational performance data. 


(d) 
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DEPARTMENTAL COMMENTS 


The Department will work towards continued 
development of its financial reporting system 
along the lines recommended, and with refer- 
ence to the specific recommendations: 


(a) The existing program-activity structure pro- 
vides for the identification of expenditures by 
sub-activity and project. Further breakdown of 
cost elements and improvements of the existing 
structure will be pursued as required. 


(b) Consideration would be given to implemen- 
tating accrual accounting techniques in support 
of identified requirements for cost based finan- 
cial data. 


(c) Provision of monthly data in addition to 
year-to-date information generally will not be 
pursued in a cash expenditure reporting system 
but will be considered where it would contribute 
towards more effective management and control. 


(d) In line with Treasury Board guidelines the 
Department has initiated a preliminary study to 
consider the feasibility of implementing 
O.P.M.S. Operational performance data would 
follow from the eventual implementation of this 
system. 


CANADIAN INTERNATIONAL DEVELOPMENT AGENCY 


Observations and Recommendations as at March 1975. 


Agency’s comments as at July 1975. 


The study covered the financial functions of all segments of the Canadian International 
Development Agency (CIDA) embracing both the Agency administration and aid activities 
but excluded a review of the project evaluation procedures. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCIAL 
FUNCTION 


¢ The Vice-President Administration is respon- 
sible for the internal management of the 
Agency. As the designated senior financial 
officer, his title should be changed to Vice- 
President, Finance and Administration. To 
indicate this more clearly, his financial re- 
sponsibilities as spelled out in the Treasury 
Board Guidelines should be clearly stated in 
his position description. Moreover he should 
have a strong financial background. 


¢ There should be a Director General of Fi- 
nance with strong financial training and expe- 
rience, responsible for effective management 
and reporting to the Vice-President, Finance 
and Administration. 


FUNCTIONAL GUIDANCE 


The Finance Division takes an active role in 
departmental administration matters but does 
not participate in decisions with financial 
implications in development assistance 
activities. 


Financial officers should provide strong func- 
tional support to operating managers. They 
should participate fully in decisions having 
financial implications and work closely with 
responsibility centre managers in preparing 
financial plans and in analyzing financial 
reports. 


AGENCY’S COMMENTS 


The title of the Vice-President Administration 
has been changed to Vice-President, Finance 
and Administration. The newly-appointed in- 
cumbent to this position is a chartered account- 
ant and a Bachelor of Commerce. His position 
description and the authorities delegated to him 
are defined in accordance with Treasury Board 
Guidelines. 


A study of the organization of the Finance Di- 
vision is being carried out by the Bureau of 
Management Consulting, Department of Supply 
and Services and this recommendation will be 
reviewed in the light of the Bureau’s report. The 
present Director of Finance has the required 
training and experience. 


Agree. Steps will be taken to enable financial 
Officers to participate more than has been the 
case in the past in decisions having financial 
implications and to work more closely with line 
managers in the preparation of financial plans 
and in the analysis of financial reports. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


The financial responsibilities and functional 
relationship between the Finance Division 
and the responsibility centre managers should 
be clearly defined and fully documented. 


FINANCIAL MANUAL 


Departmental financial policies and account- 
ing procedures are set out in the financial 
manual issued in 1971]. This manual is limited 
to broad principles and guidelines and does 
not spell out specific procedures to be 
followed. 


¢ The financial manual should be extended to 
include specific procedures and to state per- 
sonnel responsible for each. One person 
should be responsible for keeping the manual 
complete and up to date. 


POSITION DESCRIPTIONS 


¢ The financial responsibilities as outlined in 
the Treasury Board Guidelines should be 
clearly set out in the job descriptions of all 
management positions, and should be up- 
dated at regular intervals. 


FINANCIAL PERSONNEL 


¢ The financial group should improve its contri- 
bution to CIDA management in terms of 
more effective accounting systems producing 
timely reports that measure and control per- 
formance coupled with participation in the 
management decision-making process and 
value for money concepts. To do so it will be 
necessary to continue upgrading the existing 
staff through training and education and in- 
serting a larger proportion of professionally 
qualified people as openings become 
available. 


A comprehensive career guidance program 
with professional development for financial 
staff should be instituted and documented. 
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AGENCY’S COMMENTS 


Agree. A study is now being carried out by the 
Bureau of Management Consulting on the rela- 
tionship between the Finance Division and the 
line managers and on how the organization and 
function of the Division can best be structured 
and defined to meet the needs of the Agency. 


The new financial procedures manual has been 
completed and the Director of Finance has been 
delegated the responsibility to maintain the 
manual up to date. 


This will be done. 


CIDA will continue its policy of upgrading ex- 
isting staff through training and education and 
of recruiting professionally qualified staff. 


CIDA has had a program for providing training 
and professional development to its staff. This 
program will be documented. 


OBSERVATIONS AND 
RECOMMENDATIONS 


DELEGATION OF AUTHORITY 

¢ Payment authority under Section 26 of the 
Financial Administration Act should not be 
delegated below the FI-2 level and should be 
separated from spending authority under Sec- 
tion 27 of the Financial Administration Act. 
This should be evidenced by two separate sig- 
natures on the supporting documentation. 


¢ No person should be permitted to exercise sig- 
ning authority delegated to a position when 
he is on a acting basis unless properly desig- 
nated in writing by an officer to whom the 
holder of the position reports. 

* Delegation of authorities should be promptly 
circulated and specimen signature cards for- 
warded to whom it may concern including the 
Department of Supply and Services. Specimen 
signature cards should show the type, amount 
and details of authorities granted and should 
be reviewed regularly. 


PAYROLL 


Payroll cheques are distributed to employees 
by Personnel Division which is also responsi- 
ble for input into the payroll system. In some 
instances salaries of officers assigned to one 
function have been charged to another. 


¢ To ensure more effective control, the Finance 
Division should be responsible for distribut- 
ing pay cheques directly to employees and 
also for monitoring all internal staff transfers. 
The Finance Division should be given respon- 
sibility for implementing a time reporting sys- 
tem to ensure that salary costs are allocated to 
appropriate responsibility centres. 


PRE-AUDIT 


Contrary to Treasury Board guidelines pay- 
ment authority under Section 26 of the Finan- 
cial Administration Act is being granted prior 
to establishing batch control and there is no 
post-audit performed. 


AGENCY’S COMMENTS 


Payment authority under Section 26 has, except 
in rare instances, been delegated separately from 
spending authority under Section 27 as recom- 
mended by Treasury Board. Where an officer 
has been delegated both authorities he must not 
certify under both simultaneously. The support- 
ing documentation will be reviewed and 
changed if required in order to ensure visible 
evidence of separate exercise of authorities. The 
matter of delegation of payment authority to 
officers below FI-2 rank will be reviewed. 


Done. 


This has been done since February 11, 1975. 
Signature cards showing details of authority to 
be exercised by persons who occupy a position 
on an acting basis or who have assumed the 
duties of a position on an acting basis have been 
obtained and are reviewed regularly. 


These recommendations will be considered by 
the Bureau of Management Consulting, Depart- 
ment of Supply and Services, in its study of the 
organization and functions of the Finance 
Division. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Batch control should be established before 
Section 26 payment authority is given. 


CONTROL OVER INVENTORIES 


The responsibility for maintaining inventory 
controls over equipment should be delegated 
to a permanent employee. He should be re- 
sponsible for identifying each piece of equip- 
ment with a prenumbered label, at least for 
the equipment without a serial number, and 
he also would identify custody of equipment 
by responsibility centre. 


An independent physical stocktaking should 
be performed at regular periods and the re- 
sults compared with balances shown on the 
records. 


CONTRACTORS’ HOLDBACKS 

Procedures regarding accounting controls 
over contractors’ holdbacks should be 
documented. 


A monthly listing of all individual outstand- 
ing balances should be issued by Computer 
Accounting and Financial section and recon- 
ciled with the control account. 


ADVANCE PAYMENTS 

¢ CIDA should not permit the inclusion of ad- 
vance payment clauses in the loan agreements 
entered into with borrowing countries. 


APPROPRIATENESS OF CONTRACTUAL 

AGREEMENTS 

¢ All loan agreements and contracts should be 
approved by the legal advisers before being 
signed. 
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AGENCY’S COMMENTS 


Under the present batching procedure every 
requisition in the batch has been properly au- 
dited and certified under Section 26 and at the 
time the batch cover sheet with the overall total 
amount is prepared and signed, each requisition 
within the batch is checked and posted to ledg- 
ers. It is considered that better control will not 
be gained by implementing the recommenda- 
tion. In addition, the cost of implementing this 
recommendation overrides, in CIDA’s view ben- 
efits to be achieved. 


Agree. A study of procedures for inventory and 
stores control is now being carried out by the 
Bureau of Management Consulting, Department 
of Supply and Services. 


Agree. See above. 


Agree. These procedures will be documented in 
the financial manual. 


This is being done. 


Development loans legally belong to the bor- 
rower. Purchase contracts stipulate the method 
of payment. While every effort will be made to 
hold to the very minimum advance cash pay- 
ments, occasions will arise, from time to time, 
when advance payments must, for good and 
valid reasons, be made. 


Agree in principle. The Department of Justice 
has been studying this practice over the past 
months. Standard agreements and contracts will 
be developed. Others will be approved by the 
legal adviser. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ACCOUNTABLE ADVANCES 


¢ The External Affairs Department should re- 
tain responsibility for controlling and collect- 
ing advances to employees of CIDA living 
outside Canada rather than turning them over 
to CIDA. 


TRAVEL ADVANCES 


¢ The chief financial officer should regularly 
review the status of all outstanding advances. 


LOANS AND CHARGES RECEIVABLE 


Principal 

¢ CIDA should register in a subsidiary ledger 
card all information pertaining to each loan 
agreement signed, including its terms and all 
transactions occurring under it (charges, dis- 
bursements which constitute the principal, 
and repayments received from debtor). The 
subsidiary ledger should be reconciled to the 
control account on a regular basis. 


Charges 


¢ CIDA should establish control accounts for 
different charges receivable in order to ensure 
completeness and accuracy of all information 
relating to every loan agreement and also to 
determine at any given time the exact in- 
debtedness of each debtor. 


Verification 


* Follow-up procedures should be documented 
and evidence should be available to ensure 
that each debtor is periodically advised of the 
exact amount owing, including accrued inter- 
est or charges receivable or both, and that 
these amounts are to be collected. 
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AGENCY’S COMMENTS 


Agree. Negotiations have been instituted with 
the Director of Finance of the Department of 
External Affairs on this matter. 


Agree. This is now being done. 


Procedures have been drawn up to institute the 
use of such subsidiary ledger cards which are 
reconciled to the control account on a regular 
basis. 


Agree. This will be done. 


Debtors who have, under terms of loan agree- 
ments, undertaken to pay principal or interest or 
both, are, as these payments become due under 
the master loan agreement, advised semi-annu- 
ally on the situation of the loan and of the 
amounts due to Canada. If payment is not re- 
ceived by CIDA within 30 days, further remind- 
ers are sent to the borrower through Canada’s 
diplomatic mission accredited to the borrowing 
country. The present notice will be amended to 
provide for a request for positive confirmation 
of amount owed by debtor. 


OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 


¢ An internal audit unit should be established 
or an internal audit done by an outside orga- 
nization such as Audit Services Bureau of the 
Department of Supply and Services. The head 
of the internal financial audit unit should be 
responsible to a senior officer of the Agency 
who should be chairman of an audit commit- 
tee composed of other senior officers having 
authority in the areas necessary to ensure ade- 
quate consideration of and effective action on 
the audit findings and recommendations. 


FIELD OPERATIONAL AUDIT 


¢ Regarding the use or disctribution of Cana- 
dian aid, wherever possible a field operational 
audit should be performed and a report made 
to ascertain that controls and policies applied 
by the developing countries are those pre- 
viously agreed upon and acceptable to CIDA. 


To complement the post-audit of contract pay- 
ments performed by the Audit Services 
Bureau of the Department of Supply and Ser- 
vices, there should be an independent field 
examination in developing countries to ensure 
fulfilment of contractual arrangements. These 
functions may be carried out internally or by 
an outside organization under contract and 
the report made to the Executive Committee. 


PROGRAM/ACTIVITY STRUCTURE 


The activity structure appears to serve mostly 
the needs of the Treasury Board for negotiat- 
ing funds and of the Cabinet for allocating 
funds by country, by loan and by food aid. 
The identified activities do not facilitate the 
departmental resource allocation because they 
do not clearly relate with the main and sub- 
objectives of the Program. The structure, with 
the exception of departmental administration 
activity, relates more to channels of develop- 
ment assistance whereas the objective sets out 
specific types of assistance, e.g., social and 
economic. 
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AGENCY’S COMMENTS 


Agree. On March 3, 1975 CIDA entered into 
contractural arrangement with the Audit Ser- 
vices Bureau of the Department of Supply and 
Services to conduct, within the rules prescribed 
by Treasury Board, an internal financial audit. 
An Audit Committee will be established. 


Agree. CIDA does have an Operational Audit 
Division whose role is to perform such audits. 
The number of field audits has been somewhat 
limited in the past. Every effort will, however, be 
made to expand the capability of the Audit Di- 
vision within budgetary limitations. 

To some degree, this type of examination is 
being performed by the Operational Review 
Division and by outside organizations under 
contract. The executive review is_ being 
established. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The activity structure should be redefined to 
reflect more closely the stated objectives of the 
program. Administrative expenditures not 
directly related to the aid activities should be 
dealt with as a separate activity. Wherever 
applicable, sub-activities should identify the 
basic projects which would be accurately 
costed so that resources allocated to the pro- 
jects would be measured against output in 
terms of efficiency and budgetary control. 


The grant to the International Development 
Research Centre is included in the Agency’s 
Estimates only as a medium to facilitate the 
provision of funds by Parliament for the pur- 
pose and objectives of this separate corpora- 
tion. The Main Estimates for 1974-75 show a 
grant to the Centre of $19 million. 


Being a separate entity, the International De- 
velopment Research Centre should not be 
treated as an activity of CIDA and should not 
be shown as such in CIDA’s Main Estimates. 


PROGRAM FORECAST AND BUDGETING 


An annual review of country program projects 
is carried out by operating units in the Bilat- 
eral Branch, the largest of the operating 
branches, but this review is not made in con- 
junction with the annual program forecast. As 
a result, there is no firm information base to 
ensure that forecasts reflect executive 
priorities. 

The planning and selection of projects should 
be integrated with the annual budgeting exer- 
cise and the procedures should be documented 
to ensure completeness, accuracy and consist- 
ency of data. 


The budgeting process should be subject to the 
central direction and control of a senior man- 
agement budget committee. The detailed 
preparation of the administrative forecast and 
of the aid forecast should be carried out as an 
integrated process so that planning staff and 
other administrative support requirements is 
directly linked to planning operational 
activities. 


Executive priorities should be communicated 
in writing to each organizational level respon- 
sible for budget information. 


144 


AGENCY’S COMMENTS 


This has been looked at in connection with the 
1976-77 program forecast and changes are 
being made in the activity structure. A submis- 
sion has been drafted for presentation to the 
Treasury Board, seeking approval of the 
changes. If approved by the Board, the Main 
Estimates for 1976-77 will reflect revised 
activities. 


This recommendation is being examined. It is 
one which has been of concern to CIDA for 
some time. 


A study of the budgetary cycle and processes is 
being carried out to integrate to a greater extent 
the country program review and other planning 
processes within the Agency with the program 
forecast made to Treasury Board. 


See above. 


See above. 


OBSERVATIONS AND 
RECOMMENDATIONS 


PERFORMANCE MEASUREMENT 


¢ The preliminary work with respect to devel- 
opment of performance measurement initi- 
ated by the Finance Division should be ex- 
tended to other branches in order to expedite 
implementation of an operational perform- 
ance measurement system wherever feasible. 


VARIANCE ANALYSIS 


¢ A meaningful variance reporting system 
should be developed and documented in ac- 
cordance with Chapter VI of the Treasury 
Board Guide on Financial Administration, 
whereby variances between budgeted and ac- 
tual costs in relation to results are analysed 
with a view to corrective action. 


MAIN ESTIMATES 


Unlike other departments in the Government 
of Canada, the unexpended balances do not 
lapse under the special account, food and 
loans vote. However, all unexpended balances 
lapse under the Administration Vote. 


¢ The Agency should change the format and 
content of its Main Estimates presentation to 
show the full extent of its planned expendi- 
tures for the ensuing fiscal year. This presenta- 
tion should disclose clearly whether the esti- 
mated expenditures are to be met from cur- 
rent appropriations as well as from unspent 
balances of appropriations carried forward 
from previous years. 


CIDA has made an agreement with an inter- 
national development bank to collect and to 
reinvest repayments of principal and interest 
on Agency loans originally made to individ- 
ual countries. 

¢ The Main Estimates should show funds to be 
reinvested which are provided from repay- 
ments of principal and interest on Agency 
loans originally made to individual countries. 

¢ The wording of the parliamentary vote for 
development assistance expenditures should 
provide the authority and limits for forward 
commitments since it involves substantial 
amounts. 


AGENCY’S COMMENTS 


Agree. 


Agree in principle. The extent, however, to 
which variance reporting can be developed ef- 
fectively in CIDA needs to be determined. 


This is being reviewed with the Treasury Board 
Secretariat. In the interim, a presentation on this 
matter was submitted to Members of Parliament 
in regard to the 1975-76 Main Estimates. 


Agree. This is being reviewed with the Treasury 
Board Secretariat with a view to implementation 
of the recommendation. 


Agree. While we agree in principle this 1s a gov- 
ernment-wide problem which should be resolved 
by the Treasury Board Secretariat. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Where the authority is requested to purchase 
paid-in shares and callable shares, considera- 
tion should be given to include consistently in 
the Main Estimates the required dollars to 
fulfill the entire obligations. 


APPROPRIATENESS OF RESPONSIBILITY 
BUDGETING 


¢ To ensure completeness, accuracy and consist- 
ency of data, the Agency should establish and 
document in a manual the roles to be played 
and the internal procedures to be followed in 
the budgetary process by each of the various 
levels of the departmental organizational hier- 
archy, ensuring particularly that the role of 
the lower levels is adequate to ensure commit- 
ment to budgets. 


ALLOTMENT AND COMMITMENT 

CONTROL 

¢ The allotment and commitment control proce- 
dures should be fully documented in a manual 
so that the roles and responsibilities of all par- 
ticipants in the system are adequately commu- 
nicated. The procedures should include in- 
structions for an annual review of the out- 
standing commitments. 


CASH FORECASTING 


Operation divisions are required to prepare 
and submit information for cash forecast but 
do not utilize one standard method because no 
internal procedure is documented. 

¢ The procedures for the preparation of the cash 
forecast should be clearly documented in a 
manual. 


MANAGEMENT REPORTING 


¢ CIDA should conduct, under adequate and 
well defined terms of reference, a study to de- 
termine whether the program managers are 
receiving adequate financial information in a 
form that will enable them to manage their 
program effectively. 
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AGENCY’S COMMENTS 


This is a matter for the Treasury Board and the 
Department of Finance to resolve. 


Agree. This will be included in the financial 
manual discussed previously. 


Agree. The allotment and commitment control 
procedures are already documented but the role 
and responsibilities of all participants are not 
yet documented. This will be corrected. Out- 
standing commitments are reviewed on a reg- 
ular basis. 


The question of documenting the existing proce- 
dures will be looked into, but it should be stated 
that any system for meaningful cash forecast 
must not neglect such factors as personal experi- 
ence and knowledge. 


A study is now being conducted by the Bureau 
of Management Consulting, Department of Sup- 
ply and Services. 


OBSERVATIONS AND 
RECOMMENDATIONS 


DEPARTMENT OF SUPPLY AND 
SERVICES REPORTING 


¢ CIDA should review the use of the financial 
reporting services provided by the Depart- 
ment of Supply and Services to prevent dupli- 
cate cost of processing input and to realize 
greater use of the services. 


VISIBILITY TO PARLIAMENT IN THE 
PUBLIC ACCOUNTS 


* Recipients of all grants and contributions 
should be shown in the Public Accounts and 
consideration should be given to classifying 
grants and contributions by Agency division 
such as: Asia, Caribbean, Commonwealth, 
Africa, etc. 


Consideration should be given to disclosing in 
the Public Accounts the full financial implica- 
tions pertaining to the Loan Vote, including: 


(a) the undisbursed portion of the authorized 
loans; and 


(b) where the authority is given to purchase 
callable shares and no dollars are provided 
in the Estimates to fulfill the obligation, the 
required dollars should be shown in the 
Public Accounts or indicated as a contin- 
gent liability. 
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AGENCY’S COMMENTS 


The duplication of input is minimal insofar as 
time and cost are concerned. The reports pre- 
pared by the Department of Supply and Services 
complement the reporting system of CIDA. This 
matter was previously considered by CIDA and 
the introduction of the present system was con- 
sidered essential in order to obtain timely re- 
ports geared to the needs of CIDA’s 
management. 


Not all grants and contributions are listed. To 
attempt to list every grant and contribution by 
CIDA to developing countries, to educational 
institutions in developing countries and to non- 
governmental organizations operating in the aid 
field would require a very significant increase in 
the volume of the Public Accounts — quite aside 
from an increase in workload. CIDA’s annual 
review, copies of which are given to Members of 
Parliament and to many organizations and insti- 
tutions, does include this information in part. 
These recommendations will, however, be dis- 
cussed with the Government Accounting Branch 
of the Department of Supply and Services and 
with the Treasury Board Secretariat. 


CANADIAN RADIO-TELEVISION COMMISSION 


Observations and Recommendations as at December 1974. 
Commission’s Comments as at August 1975. 


OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


FINANCIAL OFFICERS 


¢ There is a need to define more clearly respon- 
sibilities for the financial functions within the 
Commission. 


The Chairman should designate, in writing, Agreed, recommendation being implemented 
the senior financial officer for the Commission _immediately. 
and a position within each branch to act as 

and perform the duties of a financial officer 

for that branch. This written designation 

should include a statement to the effect that 

branch financial officers are functionally re- 

sponsible to and will receive and accept func- 

tional guidance and direction from the senior 

financial officer for the Commission, in all 
financial-accounting matters pertaining to 

their respective branches. 


COMMITMENT CONTROL 


¢ Expenditures are initiated and processed in 
the branches without appropriate commit- 
ment controls to ensure that there are suffi- 
cient unencumbered funds available in the 
appropriation. 


All branch directors should be informed that 
commitment certification and financial con- 
trol thereof, through the maintaining of sup- 
plementary commitment records, will be the 
responsibility of the branch and should be 
carried out through the designated financial 
officer within each branch. 


A standard branch supplementary commit- Study on commitment control being carried out 


ment recording system should be designed at present. Will have new system in operation 
and be placed in use in all branches. during Fall of 1975. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


MINISTERIAL CONTROL 


¢ The Commission is a responsibility of the Sec- 
retary of State under the Financial Adminis- 
tration Act but reports to the Minister of 
Communications for the purposes of the 
Broadcasting Act. 


An “Order in Council’? should be obtained 
designating the Minister of Communications 
as the appropriate minister for the Commis- 
sion for purposes of the Financial Adminis- 
tration Act. 


RESPONSIBILITIES OF THE SENIOR 
FINANCIAL OFFICER 


¢ The Director, Finance and Management Ser- 
vices Branch has significant non-financial re- 
sponsibilities which divide his time and 
efforts. 


The position of Assistant Director, Financial 
Planning and Control should be established 
and staffed as soon as possible. 


MANAGEMENT COMMITTEES 


¢ There is a need to improve the lines of com- 
munication between financial officers and the 
operational branches. 


The designated senior financial officer should 
be a member of the Operations Committee. 
The designated branch financial officers 
should attend the weekly meetings of the Fi- 
nance and Management Services Branch. 


FINANCIAL MANUAL 


¢ The Commission has initiated procedures to 
develop a financial manual. The financial 
manual should be completed as expeditiously 
as possible. 


DELEGATION OF FINANCIAL 
AUTHORITIES 


¢ The delegation of financial authorities is out 
of date, has not been signed by the present 
Secretary of State and places the responsibili- 
ties for exercising spending and payment au- 
thorities on the Chairman and on the staff of 
the Finance and Management Services 
Branch exclusively. 


The appropriate Minister and the Chairman 
should approve and sign an up-to-date dele- 
gation of authorities document. 
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COMMISSION’S COMMENTS 


An Order in Council minute has been received 
designating Minister of Communications as the 
appropriate Minister. 


The position of Assistant Director, Financial 
Planning and Control has been established and 
staffed. 


The Director, Finance and Management Ser- 
vices has been designated a member of the Op- 
erations Committee. Branch financial officers 
will, in the future, attend weekly meetings of 
Finance and Management Services. 


The Financial Manual is being prepared. It will 
be completed during Fall of 1975. 


A new delegation of financial authorities has 
been prepared and is in the stage of 
implementation. 


OBSERVATIONS AND 
RECOMMENDATIONS 


There should be an annual review of the dele- 
gation of signing authorities and an annual 
report thereon to the Chairman of the 
Commission. 


Commitment, spending and payment authori- 
ties should be delegated to the appropriate 
officers in the branches. 


Copies of specimen signature cards of the in- 
cumbents of all positions having delegated 
signing authority should be distributed to all 
positions within the Commission having to 
recognize such signatures and to the Depart- 
ment of Supply and Services. 


BROADCASTING LICENCE FEE REVENUE 


¢ Broadcasting licence fees assessed and col- 
lected by the Commission are netted against 
expenses of the Department of Communica- 
tions and are not subject to adequate controls 
to prevent misappropriation of funds, undue 
delay in the collection of overdue amounts or 
incomplete accounting and reporting. 


Licence fee receipts should be collected and 
reported by the Commission and should be 
credited to the Consolidated Revenue Fund 
and fees receivable at the fiscal year-end 
should be reported in the Public Accounts. 


A system of independent financial control 
over fee receipts and accounts receivable 
should be established. This system should pro- 
vide for: 


(a) prenumbering and numerical control of re- 
ceipts and assessement notices; 


(b) accounts receivable detailed records; and 


(c) monthly review by the senior financial of- 
ficer of an aged listing of outstanding ac- 
counts receivable. 


INVENTORY CONTROLS 


¢ The existing system of controlling physical 
inventories of capital equipment is incomplete 
and inaccurate. 


The Commission should continue with the 
implementation of its new system to establish 
accounting control over capital equipment. 


COMMISSION’S COMMENTS 


Agreed — will be done. 


Agreed — being implemented. 


Agreed — being done. 


Agreed — new system will be implemented dur- 
ing current fiscal year. 


New system being implemented. 


New system implemented. 


OBSERVATIONS AND 
RECOMMENDATIONS 


BUDGETARY CONTROL 


The Commission is not performing the reg- 
ular analysis of financial information which 
would be useful for monitoring and control- 
ling the use of resources and operating 
performance. 


The Commission should include budget fig- 
ures in the monthly financial reports prepared 
by the Department of Supply and Services 
and the financial officers should prepare 
monthly analyses of variances between bud- 
geted and actual costs. 


FINANCIAL REPORTING 


The form and content of the monthly reports 
is not sufficiently detailed to enable effective 
financial management and control within the 
branches. 


The financial reports of the Commission pro- 
vided by the Department of Supply and Ser- 
vices should be expanded to include: 


(a) commitment information at the responsibil- 


ity centre level; 


(b) budget information at the line object level; 


and 


(c) activity reporting at the sub-activity level 


based on activity elements to be defined by 
the Commission. 
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COMMISSION’S COMMENTS 


Being done. 


Agreed — being implemented. 


CANADIAN TRANSPORT COMMISSION 


Observations and Recommendations as at November 1974. 
Commission’s Comments as at June 1975. 


OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


FINANCIAL RESPONSIBILITY 

¢ Some areas of financial responsibilities are 
not clearly defined and formal lines of finan- 
cial communication are not being followed. 
Further, a comprehensive financial manual 
does not exist. 


The organization chart of the Commission For internal administrative reasons, the organi- 


should be revised to recognize that the Finan- = zation chart of the Commission will not be 
cial Adviser reports to the Vice-President changed. The Financial Adviser continues to 
(LAW). have direct access to the President and/or Vice- 


President on matters of financial management 
while reporting officially to the Secretary of the 
Commission. 


The Financial Adviser should expedite the Increasing emphasis will be placed on complet- 
completion of the Commission’s financial ing the Commission’s Financial Management 
manual. . Manual. 


MANAGEMENT COMMITTEES 


¢ The Commission has a Management Advisory 
Committee and Operations Committee nei- 
ther of which has been formally activated. It is 
proposed that these committees share the re- 
sponsibilities for financial planning and pro- 
gram review. 


The Commission should redefine the role of | Both of the aforementioned committees were 
each of its management committees and acti- _ activated Jate in 1974. The role of the Commit- 
vate them as soon as possible including, as __ tees include the recommendation. 

part of their roles, the determination of long- 

range plans and objectives, the establishment 

of priorities and the assumption of a challenge 

role concerning the annual forecasts and 

Main Estimates. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


PAYROLL 


¢ In Personnel Administration, the combination 
of personnel functions such as classification, 
recruitment and staffing with the payroll func- 
tions of controlling payroll input documents 
and cheque distribution, represents an inade- 
quate division of duties and creates opportu- 
nity for fraud. 


Financial Services should be responsible for Pursuant to this recommendation and Treasury 
reviewing financial controls over payroll and = Board Circular 1975-29, the control and distri- 
should distribute payroll cheques directly to bution of payroll cheques will be transferred to 
employees without returning them to Person- _ Financial Services. 

nel Administration. 


PRE-AUDIT OF SUBSIDY PAYMENTS 


¢ Subsidy claims are determined and recom- 
mended for payment by the various transpor- 
tation committees. The Financial Adviser who 
certified these payments under Sections 26 
and 27 of the Financial Administration Act 
has no means of independently verifying the 
propriety and accuracy of these payments. 


The Commission should establish an indepen- Agreed, but implementation of the recommen- 
dent subsidy pre-audit group within Financial dation would result in a duplication of effort. 
Services. The verification function will, therefore, be car- 


ried out by an internal audit staff reporting for 
these purposes to the Financial Adviser. 


DELEGATION OF FINANCIAL 
AUTHORITIES 


¢ The present delegation of authorities is out of 
date, and does not appropriately recognize the 
financial responsibility of senior operating 
officers. As a result the Chief Financial Officer 
has been exercising spending and payment 
authority on the same transaction. 


A new delegation of authorities document The preparation of a new instrument of dele- 
should be prepared as soon as possible dele- gation has been under way for some time and 
gating spending authority under Section 27 of _ should be issued by June 30, 1975. 

the Financial Administration Act to responsi- 

bility centre managers with payment author- 

ity under Section 26 remaining with Finan- 

cial Services. In conjunction with the new del- 

egation document, a system for maintaining 

specimen signature cards on a current basis 

should be implemented. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


ACCOUNTS RECEIVABLE 


¢ In certain circumstances, the Commission is This recommendation has been accepted and 
entitled to recover portions of subsidy pay- will be carried out by the present staff together 
ments; these amounts should be subject to withsthe assistance of a soon-to-be formed Inter- 
appropriate systems of financial control. nal Audit Group. 


RAILWAY GRADE CROSSING FUND 


¢ The amounts, as provided for in the Estimates 
and as transferred to the Railway Grade 
Crossing Fund during the year, are not esti- 
mates of the amounts necessary to discharge 
commitments out of the Fund in that year. 


The Commission should replace the present The impact of this recommendation will be re- 
system of crediting the Railway Grade Cross- viewed in time to reflect any agreed-upon 
ing Fund with a fixed annual amount with an _ changes in the 1976-77 Main Estimates. 

annual lapsing appropriation based on antici- 

pated expenditures for the ensuing fiscal year. 


REQUISITION AGAINST STANDING 

OFFER 

¢ Inadequacies in the control of requisitions 
against standing offers, which are made by the 
Department of Supply and Services for cer- 
tain goods and supplies, could result in the 
unauthorized or fraudulent requisitioning of 
goods. 


Strict physical control should be maintained This recommendation has been implemented. 
in the Commission over the Department of 

Supply and Services form used for requisi- 

tioning against standing offers and its use 

should require the approval of those having 

delegated spending authority under Section 

27 of the Financial Administration Act. 


INTERNAL AUDIT 

¢ There is no interna! audit in the Commission 
which would result in an independent review 
of the various systems and_ procedures 


employed. 

The Commission should have a comprehen- An Internal Audit group will be established with 
Sive internal audit of its operations on a reg- staffing to take place during the 1975-76 fiscal 
ular basis. year. 


ACTIVITY STRUCTURE 


¢ The activity structure displayed in the Main 
Estimates is inconsistent with the manage- 
ment reporting structure and may not be con- 
tributing to effective parliamentary under- 
standing and control. 


154 


OBSERVATIONS AND 
RECOMMENDATIONS 


The activity structure should be redefined to 
reflect the Committees as main activities. 
Administrative expenditures not directly iden- 
tifiable with specific Committees should be 
dealt with as a separate activity. 


BUDGET PREPARATION 


* Budgets are now consolidated from the re- 
sponsibility centres up to the executive level 
without prior communication by senior man- 
agement of plans, objectives, goals and priori- 
ties for the utilization of resources. 


Plans, goals and objectives for each fiscal year 
should be established and communicated to 
responsibility centre managers before prepar- 
ing their budgets. 


FUNDING OF MAN-YEAR 
REQUIREMENTS 


¢ The Commission has been unable to staff suc- 
cessfully its authorized man-year require- 
ments. This has resulted in overstating the 
funds required for salaries and does not pro- 
duce realistic budgets. 


The Commission should request funding of 
man-year requirements on the basis of ex- 
pected, not maximum utilization. 


BUDGET REVIEW AND ANALYSIS 


¢ The differences between the planned and ac- 
tual expenditures of responsibility centre 
managers are not being identified or analysed 
on a periodic basis by, or for, senior 
management. 


Financial Services should analyse monthly 
management financial reports in conjunction 
with responsibility centre managers and re- 
port on variances to senior management. 


ALLOTMENT CONTROL 


¢ Individual responsibility centre budgets are 
treated as sub-allotments of the allotments 
approved by Treasury Board. All sub-allot- 
ment transfers are not being communicated to 
responsibility centres or reflected in their fi- 
nancial reports. 


COMMISSION’S COMMENTS 


The Commission’s activity structure will be 
amended in keeping with the recommendation. 
Implementation is scheduled for April 1, 1976. 


This recommendation will form part of the du- 
ties of the recently activated Management Ad- 
visory Committee. 


This recommendation is accepted and the me- 
chanics of its implementation are presently 
being determined. 


This recommendation will be implemented 
immediately. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


The Commission should institute a system of | This recommendation will be implemented for 
formal notification of sub-allotment transfers the 1975-76 fiscal year. 

affecting responsibility centre budgets, so that 

the managers who are responsible are in- 

formed of changes. In addition, the budget 

figures contained in the management financial 

reports should be adjusted accordingly. 


COMMITMENT CONTROL 


¢ With the exception of the Railway Grade 
Crossing Fund, there is no commitment ac- 
counting system to support certification of 
requisitions for payment “‘that there is a suf- 
ficient unencumbered balance available ...”’ as 
required by Section 25 of the Financial Ad- 
ministration Act. 


The Commission should develop and imple- This recommendation will be implemented for 
ment a system of commitment accounting for _ the 1975-76 fiscal year. 

professional service contracts, rentals and sim- 

ilar items. 


ALTERATIONS TO ACCOUNTING 
SYSTEMS 


¢ The Department of Supply and Services pro- 
vides monthly financial reports prepared in 
accordance with specifications set by the Com- 
mission. The validity of output from these sys- 
tems is dependent upon careful adherence to 
approved procedures. Alterations to these 
specifications can be, and have been, made by 
unauthorized persons. 


The Commission should designate certain This recommendation has been implemented. 
senior accounting personnel to be responsible 

for changes in financial reports. The Depart- 

ment of Supply and Services should be in- 

structed to accept changes only from such au- 

thorized personnel. 


MAN-YEAR UTILIZATION 


¢ Man-year utilization data is assembled manu- 
ally and is not integrated with the present 
management information system. 


The Commission should have its man-year The possibility of implementing this reeommen- 
utilization information incorporated into the dation will be reviewed. 

management information system prepared by 

the Department of Supply and Services. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


DOCUMENTATION OF ACCOUNTING 
SYSTEMS 


¢ The Commission’s accounting system is not 
fully documented or flow-charted in a manner 
which would enable those using the system to 
understand how the information is processed. 


Financial Services should write up and fully Agreed. The completion of the Financial Man- 
document the accounting systems employed agement Manual is proceeding. 
by the Commission for incorporation in the 

Commission’s financial manual. 


COLLATOR CODES/NUMBERS 

¢ Collator coding is an effective method of re- 
ducing the error rate in inputting transactions 
to the accounting system but is not used by the 
Commission. 


Financial Services should use collator codes as__— The possibility of using collator numbers as an 
an aid to more efficient processing of expendi- adjunct to the amendment of the activity struc- 
ture information. ture will be reviewed. 
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DEPARTMENT OF COMMUNICATIONS 


Observations and Recommendations as at February 1975. 


Departmental Comments as at June 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


COMPENSATION 


¢ The compensation and benefits function 1s 
centralized at Head Office and is completely 
independent of the Financial Services Di- 
vision resulting in inadequate internal 
control. 


The Financial Services Division should moni- 
tor payroll accounting. 


FUNCTIONAL RELATIONSHIP 


¢ Functional relationships between regional 
financial staff and senior financial and admin- 
istrative officers at Head Office should be doc- 
umented and communicated to all parties 
concerned. 

¢ Senior financial and administrative officers 
should participate in defining the responsibili- 
ties and in the annual performance review of 
their functional subordinates. 


FINANCIAL AND ADMINISTRATIVE 
MANUAL 


¢ The financial management manual should be 
cross-referenced to the source of authority, 
reviewed regularly and updated. 


* A materials and fixed assets management 
manual should be prepared. 


CONTROL OF EXPENDITURES AND 
REVENUE 


¢ Regional offices keep their own records but 
send the original document of their accounts 
payable vouchers to Head Office for 
monitoring. 


158 


DEPARTMENTAL COMMENTS 


Action has been taken to institute procedures to 
provide for monitoring of payroll accounting by 
the Financial Services Division. 


This functional relationship is being reviewed 
and will be documented and communicated to 
the parties concerned. 


An employee evaluation review committee has 
been established with the Director General of 
Personnel, Finance and Administration, the 
Director of Administrative Services and the Di- 
rector of Finance as members. 


The Financial Management Manual is now 
being updated regularly by the Accounting Sys- 
tems and Procedures Unit. The suitability of 
cross-referencing to the source of authority will 
be taken into consideration. 

An Administrative Manual is being compiled 
from established systems of operation. This 
manual will comprise materials and fixed assets 
management. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Original documents of regional accounts pay- 
able vouchers should be kept at regional of- 
fices and the post-audit at Head Office should 
be discontinued. 


¢ Certain direct administrative costs such as 
rental contracts, Department of Supply and 
“Services service charges and capital asset costs 
should be allocated to responsibility centres. 


¢ Accounting for receivables and recoveries is 
completely decentralized. 


Financial Services Division should review its 
controls over accounts receivable and recov- 
eries in order to ensure accuracy and 
collection. 


¢ The Telecommunication Engineering Labora- 
tory may not bill all chargeable work and un- 
authorized work could be performed because 
of an inadequate work order system. 


The Telecommunications Engineering Lab- 
oratory should improve controls over the utili- 
zation of work orders and subsequent billings 
by using prenumbered work orders. 


¢ The Department could be held responsible for 
handling Canadian Radio-Television Com- 
mission licence applications and annual fees 
over which it has no control. 


Canadian Radio-Television Commission rev- 
enues should be remitted directly to the Con- 
solidated Revenue Fund. 


INVENTORY AND CAPITAL ASSETS 


¢ Physical counts of inventories should be taken 
at regular intervals by independent staff. 


¢ The Department should adopt a policy requir- 
ing managers to report specific assets not 
utilized. ‘ 
Major inventories and capital asset accounts 
should be reconciled with annual expenditures 
and disposals. 
Inventories are not under budgetary control 
and changes in inventory levels are not con- 
sidered when preparing budgets. 


Changes in inventory levels should be consid- 
ered when preparing annual budgets. 
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DEPARTMENTAL COMMENTS 


Regional accounts payable are now being au- 
dited in the regions. 


The allocation of costs is being assessed to deter- 
mine whether the present system lends itself to 
the segregation and repartition of costs without 
creating an unmanageable workload on present 
staff. 


This function will be studied taking into consid- 
eration the standardizing of present systems. 


Action has been taken to amend the present sys- 
tem at the Laboratory to provide increased 
control. 


This recommendation will be discussed with the 
Treasury Board. | 


The principle expressed is agreed to and exact 
procedures in this regard will be formulated for 
inclusion in the forthcoming Administrative 
Service Manual. 

A policy requiring managers to report specific 
assets not utilized will form part of the Adminis- 
trative Service Manual now being compiled. 


This requirement will be included in the Admin- 
istrative Service Manual now being compiled. 


Policy regarding this matter will be included in 
the Administrative Service Manual now being 
compiled. 


OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 


¢ The Chief Internal Auditor is under the direct 
responsibility of the Director of Financial Ser- 
vices which could limit the scope of audit cov- 
erage and the independence of his opinions. 


The Chief Internal Auditor should report to 
and receive guidance from an independent 
audit committee. 


¢ No complete independent financial audit of 
the payroll has been performed since the crea- 
tion of the Department in 1969. 


An audit of the Head Office compensation and 
benefits function should be performed in the 
near future. 


PROGRAM FORECAST AND MAIN 
ESTIMATES 


¢ A program evaluation and review function or 
a committee to review periodically on-going 
activities and to evaluate and review new ac- 
tivities should be established. 


¢ Priorities and guidelines should be deter- 
mined, documented and communicated by 
senior officers before having budgets 
prepared. 


CASH FORECASTING AND 
COMMITMENT CONTROL 


¢ Commitments are not recorded on a uniform 
basis within responsibility centres. 


The parallel commitment control system 
should be standardized and reconciled to 
Department of Supply and Services reports 
monthly. 


FINANCIAL REPORTING 


¢ The use and distribution of Department of 
Supply and Services reports should be re- 
viewed and managers made fully aware of the 
contents of these reports and of the informa- 
tion available to them in order to utilize these 
statements efficiently. 
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DEPARTMENTAL COMMENTS 


The structure under which the Chief Internal 
Auditor should report will be reviewed. An audit 
committee has been formed with representatives 
from the Financial Services Branch, the Depart- 
ment of Supply and Services and the responsi- 
bility centre under audit. 


The compensation and benefits function is now 
being audited on a regular cyclical basis. 


A Program Review and Evaluation Division is 
being organized and its responsibility will be to 
review regularly all on-going activities. 


This was done by Senior Management for the 
1976/77 Program Forecast exercise. Priorities 
and objectives were determined, documented 
and communicated to the responsibility centre 
managers. This procedure will be continued in 
the future. 


It is agreed that a comprehensive parallel system 
might be needed but duplication could be 
avoided if the Department of Supply and Ser- 
vices overhauled its system to make it more 
flexible, more easily accessible and more timely. 


We have reviewed the distribution system and 
have made the necessary improvements in this 
area. Activity will also be increased to better 
inform managers of the contents and use of 
these reports. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 


RECOMMENDATIONS 
¢ The method of preparing these reports should This is a Department of Supply and Services 
be reviewed to eliminate the time lag in ob- _ problem. The non-flexibility in the statements 
taining monthly reports and in correcting and the rigidity of time schedules are governed 
entries. by the Department of Supply and Services. 


¢ Department of Supply and Services financial 
reports do not include a meaningful and ap- 
propriate analysis of financial data in terms of 
relevant non-financial data such as output and 
performance indicators and = man-year 
utilization. 


The Department and the Department of Sup- _—‘ The structure of the present government ac- 
ply and Services should review the contents of | counting system does not provide for complete 
financial reports to obtain a more complete cost basis to help extend the application of es- 
cost basis which will help to extend the appli- sential management tools such as quantitative 
cation of quantitative measurement indicators | measurement indicators. 

and provide more precise and accurate finan- 

cial data for better control. 


MANAGERIAL REPORT 


¢ Contents of financial and managerial state- A comprehensive review of financial and mana- 
ments, their utilization and distribution — gerial statements will be undertaken taking into 
should be reviewed to eliminate duplication consideration the observations and recommen- 
or over-lapping of information. Also, an eval- _ dations of this report. 
uation of these reports should be made to en- 
sure that source data utilized is accurate and 
on a comparative basis. 
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DEPARTMENT OF CONSUMER AND CORPORATE AFFAIRS 


Observations and Recommendtions as at November 1974. 


Departmental Comments as at April 1975. 


The study only covered programs reporting to the Deputy Minister and therefore ex- 


cluded the following entities: 


Canadian Consumer Council 
Patent Appeal Board 
Restrictive Trade Practices Commission 


OBSERVATIONS AND 
RECOMMENDATIONS 


FUNCTIONAL RELATIONSHIPS 


¢ Systems, methods and procedures developed 
by Financial and Administrative Services are 
generally transmitted to individuals having 
financial responsibilities within the bureaus 
and regional offices through manuals, direc- 
tives and other written instructions. 


More frequent regular meetings should be 
held by Financial and Administrative Services 
officers to familiarize program and regional 
financial officers with financial policies and 
procedures and to provide an opportunity to 
exchange views on financial matters. 


¢ Regular sessions should be held, conducted by 
Financial and Administrative Services senior 
financial officers, for assistant deputy minis- 
ters and branch directors on the use and na- 
ture of financial data. 


TRAINING AND DEVELOPMENT 


¢ A systematic approach to training and devel- 
opment has been implemented within Finan- 
cial and Administrative Services. However, 
the program does not cover financial and 
administrative officers having financial re- 
sponsibilities within the other bureaus and 
regional offices. 


The program should be extended to cover 
financial and administrative officers within 
bureaus and regional offices. 


DEPARTMENTAL COMMENTS 


Regular sessions are held twice annually with 
regional financial and administrative officers. 
Regular sessions are already under way with 
users of cost accounting systems. Monthly meet- 
ings are being scheduled with program adminis- 
trative officers to discuss current developments 
in financial administration. 

A financial orientation and training program for 
senior managers is currently being designed. 
The tentative subject matter areas to be covered 
have been established. It is anticipated that the 
first sessions will be run in the fall of 1975. 


The training and development program is cur- 
rently being documented and is to be extended 
to the other bureaus and the regions. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Senior officers within Financial and Adminis- 
trative Services should provide input to the 
performance reviews of financial and admin- 
istrative officers within the bureaus and re- 
gional offices. 


COMMUNICATION OF FINANCIAL 
POLICIES 


¢ The Department’s Financial Administration 
Manual should be completed as soon as 
possible. 


¢ A numbering system should be introduced to 
control communication of Financial and 
Administrative Services guidance, explana- 
tions and instructions to bureau and regional 
financial personnel. 


ACCOUNTING CONTROL OF 
EXPENDITURES 


¢ The Department of Supply and Services veri- 
fies only the authority under Section 26 of the 
Financial Administration Act and there is no 
procedure within the Department of Con- 
sumer and Corporate Affairs to verify the au- 
thenticity of both spending and payment au- 
thority immediately before cheque requisi- 
tions are submitted for payment. As a result, 
fictitious documents could be inserted into the 
payment systems and public funds could be 
misappropriated. 


As a final step before submitting cheque requ- 
isitions to the Department of Supply and Ser- 
vices for payment, the batching clerk should 
verify the authenticity of the signatures autho- 
rizing both spending and payment authority. 

¢ Sequential numbering of cheque requisitions 
should be enforced in the bureaus. 

¢ The Financial Accounting Division of Finan- 
cial and Administrative Services should pro- 
vide the bureaus with documentary evidence 
to support centrally billed accounts charged to 
their budgets. 


REVENUES 

¢ Departmental revenue review procedures and 
rate schedules should be included in the Fi- 
nancial Administration Manual. 


DEPARTMENTAL COMMENTS 


This recommendation is sound in theory but its 
implementation is very complex. It will be sub- 
ject to further analysis. 


The development of this Manual is a continuing 
process. Sections for Financial Planning and 
Resource Management Reporting Systems have 
already been added. Procedures for the Regional 
Accounting function will be added during 1975. 


This recommendation has been implemented. 


This recommendation will be implemented dur- 
ing 1975. 


This recommendation has been implemented. 


This recommendation has been implemented. 


Revenue review policies will appear in the man- 
ual. Because of the number of rates and scales 
involved, reference will be made in the manual 
to the sources of authorized rates. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ All fees should be reviewed annually and the 
resulting decisions should be well documented 
to ensure continuity from one year to the next. 


INTERNAL AUDIT 

¢ The Director, Financial and Administrative 
Services, is responsible for the conduct of the 
Internal Audit Division and thereby controls 
the volume and scope of the audits to be car- 
ried out. 


The Deputy Minister should review an annual 
report prepared by the Chief, Internal Audit, 
summarizing his audit coverage for the year, 
his findings, the corrective measures taken 
and the subjects still to be resolved. 

¢ Internal audit staff have been used in the past 
to develop systems which they are subse- 
quently responsible for auditing, thereby de- 
stroying the objectivity of the auditor. 


Internal audit staff should be employed 
strictly in an audit capacity. 


PROGRAM FORECAST/MAIN ESTIMATES 


¢ Executive priorities should be communicated 
in writing on a timely basis to each orga- 
nizational level responsible for the prepara- 
tion of budgets. 

¢ While continuing to include the costs of the 
Field Operations Service as part of the activ- 
ity elements which it supports, the Depart- 
ment should examine as soon as possible the 
financial relationship between the Service and 
other departmental bureaus with a view to 
defining more clearly the lines of authority. 

¢ Budgeted increases in manpower generally 
assume that individuals with the required 
skills will be available when needed, at the 
salary rates indicated by the position 
classification. 


Man-years and dollars included in the Esti- 
mates should reflect limitations imposed by 
hiring procedures and by the projected hiring 
climate. 


DEPARTMENTAL COMMENTS 


Fee setting is a complex matter involving not 
merely determination of the fees but also estab- 
lishing the mechanism for implementation 
through regulation or even changes in law. 
Therefore we plan to review all fees on a cycle of 
approximately three years. 


The Deputy Minister will review the first annual 
report which will be issued in June 1975 cover- 
ing the fiscal year ended March 31, 1975. 


This recommendation has been implemented. 


This recommendation will be implemented in 
LOPS: 


This matter is the subject of a subcommittee of 
the departmental Executive Committee and a 
consultant’s report. 


This recommendation is not accepted as the pro- 
vision in Estimates for man-years and dollars 
are based on resource requirements rather than 
administrative or supply limitations. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ A formal plan should be developed for fully 
implementing an Operational Performance 
Measurement System (OPMS) and the De- 
partment should accelerate its efforts to 
achieve full implementation, including assign- 
ment of the responsibilities to specific 
individuals. 


¢ A formal explanation should be prepared of 
factors which have resulted in lapsed funds so 
that they may be considered in future budgets. 

¢ Each program prepares an Operational Plan 
which is used as input to the departmental 
Program Forecast. In the past the Operational 
Plans have not been updated to reflect subse- 
quent changes in budgetary levels. 


Operational Plans should be revised and re- 
distributed to correspond to approved Main 
Estimates. 


¢ Formalized policies should be developed con- 
cerning the nature and documentation of the 
review, challenge and approval and the inde- 
pendent verification of mechnical accuracy of 
budgetary submissions to Treasury Board and 
their supporting documents. 


RESPONSIBILITY BUDGETS 


¢ At present, the preparation of the Main Esti- 
mates by the Department serves two purposes: 
submissions to the Treasury Board as support 
for requested resources and as the detailed 
budgets for each activity element. The Main 
Estimates are prepared in a strict format to 
conform to Treasury Board rules and thus are 
not necessarily compatible with the require- 
ment for realistic responsibility budgets. 


More realistic budgets should be established 
at the responsibility centre level. 

¢ The Department should establish and docu- 
ment in the Financial Administration Manual 
the roles which should be played in the bud- 
getary process by each of the various levels of 
the departmental organizational hierarchy to 
ensure commitment to final budgets. 

¢ Budget changes at the bureau, departmental 
and Treasury Board levels should be satisfac- 
torily explained to responsibility centre man- 
agers to ensure their commitment to their 
budgets and to the budgetary process. 
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DEPARTMENTAL COMMENTS 


Nearly half (48%) of the resources requested for 
1976-77 were based on OPMS data. Of the re- 
maining amounts approximately 50% is consid- 
ered not to be quantifiable; thus, measures 
would have to be expenditure ratios only. Indi- 
cators have not been developed in several of the 
remaining areas because of changes in legisla- 
tion which may totally change the measures. 


This recommendation will be implemented as 
soon as the final 1974-75 year-end situation is 
known. 


This recommendation has been implemented. 


This recommendation has been implemented. 


A number of changes have been made to im- 
prove the budgets of responsibility centres. 


This is the subject of a study for the Financial 
Planning group during the summer of 1975. 


These explanations are being provided, but 
because of the limitation on resources, managers 
remain somewhat uncommitted. Further educa- 
tion will assist in dealing with this 
recommendation. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 
¢ The majority of monthly responsibility bud- 

gets ignore predictable fluctuations in 

monthly cash expenditures and are basically 

prepared by spreading the annual budget 

evenly over the twelve-month period. Since 

expenditures are recorded on a cash basis the 

comparison of budgeted and actual expendi- 

tures is often meaningless and misleading. 


Monthly budgets should be based on realistic A number of changes have been made to im- 
planned expenditures prepared on the same prove monthly budgets. 

basis as that used to record expenditures. The 

comparison with actual year-to-date expendi- 

tures included in financial reports should be 

supported by effective variance analysis. 


¢ Salary reserves and cost-of-living adjustments This recommendation will be implemented dur- 
should be added as soon as they are known to __ ing 1975. 
budgeted figures in reports. 
* Procedures requiring that all budget adjust- This recommendation has been implemented. 
ments be officially recorded in the Depart- 
ment’s accounting system should be included 
in the Department’s budgetary manual and 
enforced by senior bureau officials and by 
Financial and Administrative Services. 


PROJECTED EXPENDITURES 


¢ The Department prepares monthly forecasts 
giving a comparison of budgeted and actual 
man-year usage and expenditures to date and 
a projection of the total lapse or over-expendi- 
ture for the year. 


The forecasts of man-year usage and expendi- 
tures (Resource Utilization Reports) do not 
consider the effect of the turnover of employ- 
ees currently on strength and the difficulties in 
increasing net strength because of the filling 
of vacant positions from within the Depart- 
ment. Estimates of future hiring dates in the 
regions are not reviewed for feasibility by the 
appropriate hiring authority. 


The turnover of employees currently on The turnover of employees currently on strength 
strength and the pyramid effect -of filling and the pyramid effect of filling vacant positions 
vacant positions from within the Department from within the Department will be considered 
should be recognized formally in forecasts of | in future forecasts. A review of future hiring 
manpower usage and salary expenditure. Esti- dates in the regions by the appropriate hiring 
mates of future hiring dates in the regions authority has been implemented. 

should be reviewed by the appropriate hiring 

authority. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Manpower Planning Reporting System is 
designed to produce reports of current man- 
power strength and projections of manpower 
costs for the remainder of the year. Under the 
present system, the Manpower Planning Re- 
porting System is not updated on a prompt 
and regular basis to reflect contract settle- 
ments, thus resulting in inaccurate forecasts of 
expenditures. 


Settlements should be updated in the Man- 
power Planning Reporting System immedi- 
ately they are reached. 


¢ Projections of non-salary expenditures are 
based on the estimates of responsibility centre 
managers. 


Financial and Administrative Services should 
develop reliable guidelines for forecasting 
non-salary expenditures. 

¢ The Resource Utilization Report was not is- 
sued in September 1974 because of other 
priorities. 


The Resource Utilization Report should be 
prepared every month. 

¢ Supplementary information accompanying 
the Resource Utilization Reports is redundant 
and meaningless and the format of the infor- 
mation provided is different for each bureau. 


Financial and Administrative Services should 
determine the nature of supplementary infor- 
mation to accompany the Resource Utili- 
zation Reports and this information should be 
prepared in a consistent format for each re- 
sponsibility centre. 

¢ Commitments and potential commitments 
should be incorporated into the Resource Uti- 
lization Reports prepared for Field Opera- 
tions Service responsibility centres. 


COMMITMENTS 


¢« Commitment listings should be purged by all 
responsibility centre managers on a monthly 
basis as stated in the Department’s Financial 
Administration Manual. 

¢ Commitments should be recorded in the re- 
gional accounting systems and incorporated 
into appropriate regional financial reports. 


DEPARTMENTAL COMMENTS 


This observation arose because the study occur- 
red during the time that the manpower system 
was being modified and a number of contracts 
had been signed just prior to the system change. 
Now, as soon as the Department is advised, the 
changes are made. 


This recommendation will be subject to further 
analysis in 1975. 


This recommendation has been implemented. 


Revised reports are being designed for 1975-76 
with some explanatory information. Such re- 
ports will be tailored to the requirements of the 
individual Assistant Deputy Minister as differ- 
ent factors are of importance in different 
programs. 

A revised weekly expenditure and detailed com- 
mitment report has been designed for the re- 
gional offices and implemented. 


Instructions have been issued to have the Man- 
ual followed by the various responsibility 
centres. 


This recommendation has been implemented. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


OTHER ASPECTS OF BUDGETARY 

CONTROL 

¢ Certain costs are not always charged against 
votes on a consistent basis from year to year. 


The Department should distribute costs to 
votes on a basis consistent with that in which 
the Estimates are prepared. 


¢ The budget analyst positions are often staffed 
by inexperienced individuals who lack the 
necessary budgetary expertise to respond to 
responsibility centre managers’ need for 
assistance. 


The Department should seek to upgrade the 
budget analyst function. 


FINANCIAL SYSTEMS AND REPORTS 


¢ Departmental financial transactions are re- 
corded in two separate formal financial sys- 
tems. In addition to utilizing the financial re- 
porting services of the Department of Supply 
and Services, the Department also maintains 
its own computerized financial reporting 
system. 


Inputs to the two systems are mainly prepared 
independently, thus resulting in inefficiency 
and differences between total expenditures 
reported by the two systems. 


The Department should exchange expenditure 
input data with the Department of Supply 
and Services in machine readable format. 


¢ Users of financial reports receiving copies of 
reports from both formal systems are not pro- 
vided with a reconciliation between the total 
expenditures reported by the two systems. 


Reconciliations of financial statements should 
be reviewed and initialled by a senior finan- 
cial officer of the Department and a copy of 
the reconciliation should be sent to the appli- 
cable expenditure report recipients. 
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DEPARTMENTAL COMMENTS 


This recommendation is accepted in principle 
and in virtually all cases this is done. However, 
because of changes in priorities in various de- 
partmental programs and unforeseen changes in 
plans which increase costs of services, the 
charges for such services have been to the areas 
which gave rise to the change. 


The budget analyst positions have been up- 
graded by one position classification level. This 
area will also be subject to further study. 


This recommendation has been reviewed. With 
the present practice of numerous small batches 
each day serving as input to several DSS systems 
the implementation of this recommendation is 
impractical for the time being. 


Many of these reconciliations were already re- 
viewed by financial officers and in future all will 
be reviewed and initialled. Such reconciliations 
probably need not leave the division when other 
recommendations of this section are 
implemented. 


OBSERVATIONS AND 
RECOMMENDATIONS 
Supplementary accounting systems main- 
tained by responsibility centres should be 

eliminated. 


Each region maintains a system of manual 
expenditure accounting records which is inde- 
pendent of the formal financial reporting 
system. 


The regional accounting systems should be 
integrated with the Department’s expenditure 
reporting system. 

The regional accounting systems and the De- 
partment’s Cash Management Reports should 
separate the various activity elements within 
the Consumer Affairs Program. 

Revenue summary reports should be distrib- 
uted to the responsibility centres which collect 
the revenue. 


USE OF FINANCIAL REPORTS 

¢ The Department’s Cash Management Reports 
should be prepared for all responsibility cen- 
tres having budgetary responsibility and 
spending authority. 


Financial and Administrative Services should 
determine which reports are really necessary 
for responsibility centre use and discontinue 
the preparation of the remainder. 

Executive summary reports should be modi- 
fied to present information in a less technical 
manner. 

At present the Department’s handling of re- 
ports received from the Department of Supply 
and Services is causing excessive delays in dis- 
tribution to users. 


The Department should utilize the report dis- 
tribution service of the Department of Supply 
and Services. 


ACCRUAL ACCOUNTING 
¢ At present, financial reports present cash ex- 
penditures only. 


Significant accruals should be recognized in 
the Department’s financial reports. 
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DEPARTMENTAL COMMENTS 


Where there is a duplication such systems will 
be eliminated following an analysis of the re- 
quirements of each individual responsibility 
centre. 


This recommendation will be implemented dur- 
ine t97 5. 


This recommendation will be subject to further 
study during 1975. 


This recommendation will be implemented dur- 
ing 1975. 


This recommendation will be implemented dur- 
ing 1975. 


A major study is presently being conducted by 
Financial and Administrative Services to imple- 
ment this recommendation. 


This recommendation will be implemented as a 
part of the major study referred to immediately 
above. 


The continuance of the distribution of reports 
from the Department of Supply and Services 
depends on the results of the special study refer- 
red to above. 


This recommendation will be implemented dur- 
ing 1975. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


RESOURCE MANAGEMENT REPORTING 

SYSTEM 

¢ The Resource Management Reporting System 
provides output-oriented information for cer- 
tain of the Department’s activity elements. 


The accuracy and usefulness of reports pro- This recommendation has been partially imple- 
duced by the Resource Management Report- mented. Implementation will be completed dur- 
ing System should be improved by: appropri- _ ing 1975. 

ate monitoring of input to the system; verify- 

ing the mechanical and typing accuracy of the 

reports produced; comparing budgeted and 

actual units of output; and preparing effective 

supplementary narrative analysis. 
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DEPARTMENT OF ENERGY, MINES AND RESOURCES 


Observations and Recommendations as at May 1975. 
Departmental Comments as at July 1975. 


The study covered departmental programs contained in Votes 1, 5 and 15 for the 1974- 
75 fiscal year, but excluded the expenditures of the following votes: 


Vote 11a — Petroleum Products Compensation Program 
Votes 20 and 25 — Atomic Energy Control Board 

Votes 30 and 35 — Atomic Energy of Canada Limited 

Vote 47d — Eldorado Nuclear Limited 

Vote 50 — National Energy Board 

Votes 51b, 52a and 53c — Energy Supplies Allocation Board 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


SENIOR FINANCIAL OFFICER 


¢ A Senior Financial Officer has not been desig- 
nated and the appropriate duties have been 
carried out by several officers at different or- 
ganizational levels. 


A Senior Financial Officer having strong fi- A Senior Financial Officer will be designated 
nancial qualifications and experience should __ with the terms of reference clearly stating his 
be designated in writing, should report di- relationship with the departmental Executive 
rectly to the Deputy Minister and should be and with Branch financial officers. 

part of the departmental executive group 

through membership on the policy and execu- 

tive committees. The written designation of 

the Senior Financial Officer should include 

the provision that the position is to provide 

strong functional direction over branch fi- 

nancial officers and other persons performing 

financial functions at the branch level and 

over their recruitment, development and 

evaluation. 


STAFFING OF FINANCIAL FUNCTION 


¢ The availability of appropriate financial ex- 
pertise is required within each branch due to 
the complexity of branch operations, the di- 
versity of financial system requirements and 
the need to give functional direction on 
branch accounting matters to responsibility 
centre managers and provide knowledgeable 
financial advice to branch management. 


A es 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


A financial officer, whose immediate superior | Departmental policy now requires that this rec- 
is either the Branch Head or the Senior Fi- ommendation be effected as soon as is feasible. 
nancial Officer, should be designated in each 

branch. Each should have adequate financial 

qualifications in the opinion of the Senior 

Financial Officer and, if he deems it neces- 

sary, be classified within the financial admin- 

istration (“‘FI’’) group at the appropriate 

level. 


A comprehensive training program should be The recommended training program will be 
documented and implemented for Financial developed and operated on a regular basis as 
Services Division staff, branch financial offi- soon as the financial systems and related manual 
cers and other persons performing financial have been developed. 

functions within the branches. 


FINANCIAL MANUAL 


¢ The majority of the departmental Financial 
Manual has not been written and much of 
what has been written lacks sufficient detail 
for use at branch and responsibility centre 
levels. 


The departmental Financial Manual should Completion of the departmental Financial Man- 
be completed with financial responsibilities ual has been given high priority, giving due at- 
and procedures stated in detail for responsi- __ tention to the level of detail required. 

bility centres, branches and Financial Services 

Division. 


DOCUMENT CONTROL 


¢ Source documents are now batched in Finan- 
cial Services Division. However, if batching 
were instituted at the earliest possible point in 
the accounting system, it should provide bet- 
ter document control and more accurate cut- 
off information than is now available to oper- 
ating managers. 


Batch control of documents input to the cen- = Appropriate batch control procedures are now 
tral financial information system should be __ fully implemented. 
initiated and carried out at the responsibility 
centre or branch level. 
* Inadequate evidence is retained in the Depart- 
ment to enable effective subsequent manage- 
ment or audit review of the controls applied to 
specific transactions. The original source doc- 
uments such as suppliers’ invoices, travel 
claims, cheque requisitions and coding forms 
are sent to the Department of Supply and 
Services. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


The original source documents showing sig- 
natures under Section 27 of the Financial 
Administration Act and other controls should 
be retained in Financial Services Division. 


PRE-AUDIT 

¢ Pre-audit procedures are not uniformly estab- 
lished throughout the Department and some 
functions are duplicated at different orga- 
nizational levels. 


Uniform pre-audit procedures should be es- 
tablished and documented and their perform- 
ance should be evidenced by the initials of 
those performing the various pre-audit func- 
tions being placed on originals of source docu- 
ments, within an appropriately designated 
audit stamp. 


PAYMENT CONTROL 


¢ The amount figure shown on departmental 
cheque requisition forms can be raised fraud- 
ulently after the application of the signature 
under Section 26 of the Financial Administra- 
tion Act. 


The cheque requisition amount field should be 
completed in such a way that additional digits 
cannot be inserted in front of those originally 
entered. 

A review of cash receipts disclosed that there 
have been some instances of duplicate pay- 
ment of supplier’s invoices. 


One copy of the invoices submitted by suppli- 
ers should be stamped “original invoice”’ in 
coloured ink when initially received in the 
Department and cheque requisitions should 
be processed only if they are accompanied by 
this original invoice. 


PAYROLL 


¢ Delays in the recording of overtime costs and 
the appropriate costs relating to employees 
transferred into and out of the Department 
result in inaccuracies in the financial reports. 
Duties are improperly segregated in that those 
persons responsible for preparing input to the 
payroll system also receive the pay cheques 
for distribution. No independent predeter- 
mined controls are established over payrolls. 
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DEPARTMENTAL COMMENTS 


The original source documents duly pre-audited 
according to uniform instructions, and stamped 
to evidence that all necessary steps have been 
carried out, will be retained in Financial Ser- 
vices Division. 


Uniform pre-audit procedures will be estab- 
lished and documentation will be made of audit 
steps performed by initials being placed over an 
audit stamp on original source documents. 


The cheque requisition amount field will be 
completed so as to eliminate the possibility of 
raising the amount. 


All copies of invoices other than the original will 
be stamped ““COPY”’ to prevent an expenditure 
being made where it can only be supported by a 
duplicate. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


The Senior Financial Officer should be given The Senior Financial Officer will be given this 
the responsibility of ensuring the adequacy of _ responsibility and will carry out the appropriate 
the existing system of financial controls oper- _ review. 

ated by the Personnel Branch over payrolls 

and the system of man-year accounting. 


REVENUE AND ACCOUNTS RECEIVABLE 


e An annual review of fees charged and free _A periodic analysis of fee structures and related 
services rendered should be conducted by the costs will be conducted. 
Senior Financial Officer and recommenda- 
tions should be made annually to Treasury 
Board. Such recommendations should be sup- 
ported by figures showing the fees being 
charged, the recommended fees and all costs 
applicable to each fee charged. 

¢ Weaknesses have been identified in existing 
accounting procedures and controls over rev- 
enues and accounts receivable relating to: lack 
of proper segregation of duties; failure to 
maintain proper control accounts and, where 
these are maintained, failure to balance them 
regularly with subsidiary records; lack of 
preparation of monthly aged accounts receiv- 
able listings for submission to management 
and lack of defined collection procedures to 
minimize loss of crown assets. 


A complete review should be made of revenue _‘ The systems of revenue and accounts receivable 

and accounts receivable systems with particu- __ will be fully integrated with the central financial 

lar attention to the following: information system and changes will be made to 
give effect to the maintenance of proper controls, 
segregation of duties, aging and collection pro- 
cedures, with appropriate consideration being 
given to uniformity throughout all branches of 
the Department. 


(a) Duties relating to the maintenance of ac- 
counts receivable and revenue records 
should be segregated in such a way that no 
one individual can receive cash, maintain 
accounts receivable records and issue bil- 
lings and credit notes. 


(b) Control accounts for each accounts receiv- 
able system should be maintained and 
should be balanced independently with the 
listing of the subsidiary accounts receivable 
records. 


(c) Monthly aged detail listings of accounts 
receivable should be prepared for manage- 
ment visibility and control. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


(d) Collection procedures should be instituted 
and documented on a _ uniform basis 
throughout the Department and be ap- 
proved by the Senior Financial Officer. 


MATERIELS AND CAPITAL EQUIPMENT 
INVENTORIES 


¢ Some branches do not make an annual physi- 
cal count of unit stores as required by the 
materiel management manual. Internal stores 
issues are made to branch personnel without 
supporting documentation. Access to unit 
stores areas is not restricted to storeroom per- 
sonnel. Inventory records are maintained by 
employees who initiate purchase requisitions 
for stores and receive and issue stores materi- 
els. There are no accounting control proce- 
dures to ensure that all purchases of equip- 
ment are recorded in the detailed equipment 
inventory records and in several branches 
these records are not accurate. In addition in- 
ventory levels are not evaluated in relation to 
asset use. 


The Senior Financial Officer should ensure 
correction of the identified deficiencies in in- 
ventory control systems. 


SPECIAL PROJECT DEPOSITS 


¢ There are no detailed accounting procedures 
covering special project deposits received 
from outside organizations for research work. 
Control weaknesses exist over the disburse- 
ment of funds and the disposition of balances 
on completion of projects. 


Departmental financial control procedures 
relating to special deposits received under 
Section 15 of Part II of the Financial Admin- 
istration Act should be developed and docu- 
mented and approval of these procedures 
should be obtained from Treasury Board. 


INTERNAL AUDIT 

¢ Internal audit was not carried out prior to 
1974. Since that time Audit Services Bureau 
have been carrying out internal audit func- 
tions under a three-year audit program sub- 
mitted by them, with completion scheduled 
for April 30, 1977. 


DEPARTMENTAL COMMENTS 


The Senior Financial Officer will ensure correc- 
tion of identified deficiencies and the required 
amended procedures will be reflected in the Fi- 
nancial Manual. 


These procedures have already been docu- 
mented and Treasury Board approval has been 
obtained. 


i775 


OBSERVATIONS AND 
RECOMMENDATIONS 


The internal audit program submitted by 
Audit Services Bureau should be completed 
within the stipulated three-year time period, 
under the supervision of the Chief, Internal 
Financial Audit. 

The Chief, Internal Financial Audit reports to 
the Senior Assistant Deputy Minister in order 
to ensure adequate consideration of audit 
findings and recommendations. An audit 
committee should serve as an effective orga- 
nizational device to assist the Senior Assistant 
Deputy Minister with respect to his responsi- 
bilities concerning the internal audit function. 


An audit committee should be established and 
documentation made of its terms of reference, 
which should include the annual review of the 
scope of internal audit coverage, the findings 
and recommendations contained in audit re- 
ports and the evaluation of the performance 
of the internal audit group at appropriate 
intervals. 


PROGRAM ACTIVITY STRUCTURE 


¢ Activity and sub-activity descriptions which 
relate generally to organizational lines are 
recognized by the Department as not being 
appropriate for output performance 
measurement. 


The activity and sub-activity definitions 
should be revised in all programs and submit- 
ted to Treasury Board for approval. 


PROJECT ACCOUNTING 

¢ Projects and process structures, the fundamen- 
tal level of operations for which costs should 
be captured and controlled, have not been 
fully defined within certain sectors of the De- 
partment such as Energy Development, Min- 
eral Development and Administration. 


Project and process structures should be de- 
fined for all activities. 


Cost-based project accounting systems should 
be installed in all branches of the Department 
to report periodically on the status of projects. 
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DEPARTMENTAL COMMENTS 


The Department concurs with the recommenda- 
tion with respect to the time period for normal 
completion of the internal audit program. 


The Department will establish an audit commit- 
tee with appropriate terms of reference. 


These revisions are already well advanced. The 
Department has recognized the shortcomings of 
its present financial system and is embarking on 
a complete restructuring of it. This restructuring 
will incorporate all of the recommendations in- 
cluded under “‘Project Accounting’’, ‘Budgetary 
Control’’, ““Commitment Control’’ and ‘‘Finan- 
cial Reporting”’. 


Project and process structures will be developed 
as soon as the revisions to the activity and sub- 
activity definitions are completed. 


See reply under Program Activity Structure. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


Valid dollar and non-dollar criteria for the See reply under Program Activity Structure. 
measurement of efficiency and effectiveness of 

project progress should be developed and doc- 

umented and project expenditures incurred 

should be compared with project plans for 

performance monitoring and for benefit/cost 

analysis. 


BUDGETARY CONTROL 


¢ There is a lack of budgetary control because 
monthly budgets for many responsibility cen- 
tres have not been put into the central finan- 
cial information system. Many of those have 
used 1/12 of the annual budget to arrive at 
monthly budget figures. In addition, budget- 
ary changes including allocations from other 
government departments have been input late. 


Monthly budgets should be put into the cen- See reply under Program Activity Structure. 
tral financial information system for all re- 

sponsibility centres based on realistic esti- 

mates of monthly expenditures. 


COMMITMENT CONTROL 


¢ Delays occur in entering commitment data 
and commitments expected to be liquidated 
within the current month are usually not en- 
tered in the integrated commitment control 
system. This results in inaccurate commitment 
controls whenever any commitment has not 
been entered into the system and it does not 
get fully liquidated within the current month. 


All commitments should be put into the inte- See reply under Program Activity Structure. 
grated commitment control system whether 

the commitments are to be fully liquidated 

within the current month or not. 


FINANCIAL REPORTING 


¢ The central financial information system 
monthly reports receive limited use 
throughout the Department because of delays 
in entering expenditure and commitment data 
and are subject to criticism concerning report 
format and appropriateness of report content. 


Monthly reports from the departmental com- _See reply under Program Activity Structure. 
puter should comply with the revised activity 

and sub-activity structure and be in a format 

appropriate for the use of departmental man- 

agement at all levels. 


Li 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


Concise supplementary financial management __ See reply under Program Activity Structure. 
reports should be prepared monthly within 

each branch highlighting significant variances 

from budget and their analysis and disclosing 

aged control account balances of accounts 

receivable. 
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DEPARTMENT OF THE ENVIRONMENT 


Observations and Recommendations as at May 16, 1975. 
Departmental Comments as at July 9, 1975. 


The study was directed primarily toward an evaluation of the effectiveness of the present 
financial management and control systems within the three Departmental Programs. In 
addition to Departmental and Service Headquarters in the Ottawa-Hull area, visits were 
made to Downsview, Burlington, Winnipeg, Edmonton, Vancouver, Victoria and Halifax. 
The Fishing Vessel Insurance Plan, Freshwater Fish Marketing Corporation and Canadian 
Saltfish Corporation were specifically excluded from the study. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


ORGANIZATION AND STAFFING 

¢ The organization and staffing of the financial Agree. A study will be undertaken as soon as 
function within the Department should be __ possible. 
given further study, with a view to: 


(a) determining the optimum degree of decen- 
tralization of the financial function as 
between the departmental, program, ser- 
vice, regional and establishment levels; 


(b) more clearly defining the roles and respon- 
sibilities of financial staff at each of these 
levels; 


(c) determining the adequacy of staffing ar- 
rangements within each financial unit; and 


(d 


— 


identifying the existence of individual pock- 
ets of financial expertise within the Depart- 
ment, and assessing the relative benefit of 
continuing on the present basis or of com- 
bining them with the appropriate level of 
financial management. 


FUNCTIONAL RELATIONSHIPS 


¢ Functional reporting relationships should be Agree. Policy statement will be issued. 
clarified and documented. The documentation 
should clearly indicate that the Departmental 
Financial Services Branch has the ultimate 
authority and responsibility for the system of 
financial management and control to be used 
within the Department. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Senior financial officers in the Departmental 
Financial Services Branch should actively par- 
ticipate in functional guidance, career plan- 
ning, professional development and training 
of subordinates. 


FINANCIAL MANUAL 

¢ The planned revision of the financial manual 
should be carried out as soon as possible. Care 
should be taken to ensure that the manual 
includes: 


(a) supplements for each service, where appro- 
priate, approved by the Departmental] Fi- 
nancial Services Branch; and 


(b) instructions as in the Treasury Board Guide 
on Financial Administration for topics not 
now covered or not adequately covered. 


DELEGATION OF FINANCIAL 
AUTHORITIES 


¢ The Departmental Financial Services Branch 
should, as a temporary measure, ensure that 
officers of the Ministry of Transport exercis- 
ing financial authorities under Sections 26 
and 27 of the Financial Administration Act 
on behalf of Environment Canada have ade- 
quate information to do so properly. 


ACCOUNTING CONTROLS 


¢ Departmental policies and procedures with 
respect to accounting controls should be for- 
mulated and then documented to ensure the 
accuracy, authority and appropriate degree of 
completeness of all data entering the account- 
ing system. In particular, the system should 
ensure that: 


(a) prescribed controls are adhered to; and 


(b) special controls are used in areas where 
normal procedures are not practical. 


PAYROLLS 


¢ The payroll and related systems operated by 
the Personnel Directorate, and all revisions 
thereto, should be subject to continuing re- 
view and approval by the Departmental Fi- 
nancial Services Branch as well as regular 
audit by Departmental Internal Audit. 
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DEPARTMENTAL COMMENTS 


Agree. Appropriate action will be taken. 


Action under way. 


Will be done. 


Agree. Policies and systems will be reviewed. 


Will be done. 


OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL CONTROL OVER REVENUES 
AND ACCOUNTS RECEIVABLE 


¢ The Departmental Financial Services Branch 
should undertake a comprehensive review of 
the effectiveness of all the systems of internal 
control over revenues and accounts receivable 
throughout the Department with particular 
emphasis on the adequacy of the existing di- 
vision of duties and on the need for monitor- 
ing the billing and collection process at the 
appropriate management level. 


REVENUE POLICIES 


¢ The Departmental Financial Services Branch 
should: 


(a) establish and document policies related to 
revenue recovery; 


(b) communicate such policies throughout the 
Department; 


(c) establish a procedure for regularly reviewing 
the appropriateness of cost recovery rates; 
and 


(d) ensure that senior departmental manage- 
ment and Treasury Board are kept fully in- 
formed of the financial implications of cur- 
rent policies and of the need for their con- 
stant revision. 


INVENTORIES OF SUPPLIES 


¢ The Departmental Financial Services Branch 
should collaborate with the Materiel Manage- 
ment Division in establishing appropriate 
accounting controls over inventories and in 
providing stronger functional direction in this 
area by identifying and reviewing current in- 
ventory systems and by developing improved 
systems where required. 


CAPITAL EQUIPMENT 


¢ The Finance and Facilities Directorate should 
establish an equipment control system that 
can be consistently applied throughout the 
Department and which assigns specific re- 
sponsibility to regional responsibility centre 
managers and stores managers for the custody 
and control of all capital equipment. Such a 
system should also provide for: 


181 


DEPARTMENTAL COMMENTS 


Agree. Review will be undertaken. 


Agree. Will be done. 


Agree. Action already under way. 


Agree. Action under way. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(a) proper monitoring of the system through 
physical inspections and procedural reviews 
by appropriately qualified personnel; and 


(b) approval of all revisions by the Materiel 
Management and Financial Management 
Divisions. 


LOANS RECEIVABLE 


¢ The Department should review its policies 
and procedures with respect to loans to ensure 
that: 


(a) clarification is obtained as to who has the 
authority to amend the terms and condi- 
tions of loan agreements; 


(b 


— 


loans or prospective loans to the same party 
from different branches are adequately co- 
ordinate; and 


(c) a mechanism exists for ensuring that loans 
advanced through a requisitioning process 
do not exceed the limits approved for the 
loan. 


INTERNAL AUDIT 

¢ Although the Internal Audit Division has only 
recently been established we feel that every 
effort should be made to fill, as quickly as 
possible, existing staff vacancies in_ this 
Division. 

¢ The Internal Audit Division should be used as 
the vehicle to monitor the implementation of 
all internal and external recommendations of 
a financial or administrative nature that are 
adopted by the Department. 

* The composition of the proposed Audit Com- 
mittee should be revised to include the Assist- 
ant Deputy Minister Planning and Finance in 
its membership. 

¢ The annual audit report prepared by the 
Chief, Departmental Audit, as well as such 
interim reports as deemed appropriate by 
him, should be submitted to the Deputy 
Minister. 
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DEPARTMENTAL COMMENTS 


Agree. Review has commenced. 


Agree. Action under way. 


Agree. 


Composition of the Committee will be reviewed. 


Will be done. 


OBSERVATIONS AND 
RECOMMENDATIONS 


PROGRAM/ACTIVITY STRUCTURE 


¢ The Department should review its existing 
Program/Activity Structures with a view to 
deciding on the one most appropriate for 
planning, for program evaluation resource al- 
location and for budgetary control within the 
Department. 

¢ The vote wording for the Fisheries and Ma- 
rine Program and the Environmental Services 
Program should be revised to indicate that the 
costs of the centralized personnel function are 
included in the funds being requested for each 
program. 


BUDGET PREPARATION 


¢ The Department should establish and docu- 
ment a more effective system of budget prepa- 
ration that will ensure: 


(a) that the plans and priorities of senior man- 
agement are preserved throughout the 
process; 


(b) that new programs and changes to existing 
programs are reviewed and challenged, 
where necessary, at successively higher lev- 
els of management; and 


(c) that continuing programs are reviewed pe- 
riodically to ensure that their continued ex- 
istence is still justified. 


BUDGET CONTROL 


¢ Departmental Financial Services Branch 
should review the need to maintain existing 
mechanically produced allotment control re- 
cords in light of the information already 
available in the Department of Supply and 
Services reporting system. 

¢ Departmental Financial Services Branch 
should be directly involved in the develop- 
ment of Operational Performance Measure- 
ment Systems now under way in_ the 
Department. 

¢ The Department should employ more sophis- 
ticated cost accounting techniques in cases 
where more visible and meaningful informa- 
tion on project costs would result. 
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DEPARTMENTAL COMMENTS 


Agree. Action under way. 


Agree, subject to review of method of funding. 


Agree. System currently being developed. 


Review will be made. 


Agree. Will be done. 


Agree. Review will be undertaken to determine 
areas where most benefits would occur. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FINANCIAL REPORTING 

¢ The Department of Supply and Services re- 
porting system should be assessed to evaluate 
the practicability of using information from it 
for a more meaningful monthly management 
report. 

¢ The existing monthly financial management 
report to senior management should: 


(a) provide financial information on a well- 
defined departmental activity basis appro- 
priately subdivided to the activity element 
level, where required; and 


(b) contain more complete explanations of var- 
iances, the reasons for projected year-end 
deficits and suggestions for the financing of 
these deficits. 


e Senior management should communicate 
their decisions concerning the ultimate dispo- 
sition of deficits to departmental managers. 

¢ The development and use of supplementary 
financial reporting systems in the Department 
should be subject to approval by the Depart- 
mental Financial Services Branch. 
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DEPARTMENTAL COMMENTS 


Agree. Will be done. 


Agree. Work will be continued. 


Agree. Will be done. 


Agree. Action will be taken. 


DEPARTMENT OF EXTERNAL AFFAIRS 


Observations and Recommendations as at July 1975. 
Departmental Comments as at September 1975. 


The study covered the program ‘“‘Canadian Interests Abroad”’ reporting to the Under 
Secretary of State and included the Passport Office operations. It excluded the operating 


expenditures of the following vote: 


Vote 20: World Exhibition Program 


OBSERVATIONS AND 
RECOMMENDATIONS 


DEPARTMENTAL COMMENTS 


ORGANIZATION 


DESIGNATED FINANCIAL OFFICER 


¢ The Minister should designate the Assistant 
Under Secretary of Finance and Administra- 
tion or the Director-General of Finance and 
Administration as the Senior Financial 
Officer. 


RESTRUCTURE 


¢ An imbalance exists in the allocation of staff 
resources with many man-years invested in 
detailed post-audit of limited value, while in- 
ternal financial audit is neglected and more 
effective financial management information 
and support service is needed. 


¢ The Department should restructure its finan- 
cial function to provide a more innovative 
management information and support service 
and to take full advantage of the scope for 
more effective financial control. 


FUNCTIONAL DIRECTION 


¢ The designated Senior Financial Officer 
should ensure that financial policies and di- 
rectives are communicated to all persons for 
whom he has functional responsibility. 
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The responsibility for providing senior financial 
advice to departmental management is well un- 
derstood within the organization. The lack of 
formal documentation confirming the Minister’s 
designation of the responsibility will now be 
rectified. 


The Department intends to develop an internal 
audit capability and to phase out the detailed 
financial audit now performed on both a pre- 
and post-payment basis. 


Studies on all aspects of financial administration 
are being undertaken with the object of reorga- 
nizing the financial functions of the Department 
to conform more closely with the Treasury 
Board Guide on Financial Administration and 
to correct shortcomings noted in this report. 


Financial policies and directives are being com- 
municated throughout the Department through 
the Manual of Financial Management and Fi- 
nancial Management Letters. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Senior financial officers should play a more 
active role in preparing position descriptions 
and in reviewing performance of more junior 
financial staff throughout the Department. 


MANUALS 


The Department has developed comprehen- 
sive manuals of Materiel Management, Prop- 
erty Management and Financial Management 
mainly for post operations. 

¢ The Manual of Financial Management should 
be extended to include at least the following: 


DEPARTMENTAL COMMENTS 


The Director, Finance Division, is consulted on 
the position descriptions of all financial staff and 
participates in the performance review of all FIs. 


There has been some delay in completing cer- 
tain sections of the Manual and an officer has 
now been recruited specifically for this purpose. 


Headquarters accounting and audit procedures 


Organization charts 
Descriptions of all financial systems 


Procedures for control of revenue and expenditures 


Budgetary control procedures 
Financial reporting procedures 


ORGANIZATION CHARTS 


¢ The Department should have a current, ap- 
proved master organization chart and sub- 
charts showing all reporting relationships in- 
cluding those’ related to functional 
responsibilities. 


POSITION DESCRIPTIONS 


¢ Position descriptions for officers with financial 
responsibilities should be reviewed and when 
necessary should be redrafted to emphasize 
financial management responsibilities and 
tasks. 


DELEGATION OF AUTHORITIES 


¢ The delegation of authorities document 
signed by the Minister should specify that: 


(a) delegated shall» moteasibe 


redelegated; 


authority 
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As the Department’s pattern of organization 
creates an unusually large number of functional 
relationships on the operational as well as the 
administrative side, it is considered quite im- 
practical to display them on a single master or- 
ganization chart. On the other hand, it is fully 
agreed that the responsibilities within the fi- 
nancial function should be adequately docu- 
mented and measures are being taken to ensure 
that this is done. 


The Department agrees with this observation 
and will incorporate the recommendation in the 
normal position description review performed 
by the USSEA under delegation from the Public 
Service Commission. 


While not included on the delegation of authori- 
ties document the Department is ensuring com- 
pliance with these requirements by performing a 
detailed financial audit, subject to the under- 
noted exceptions. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(b) no person in an acting capacity shall be 
permitted to exercise the authorities given 
to a position unless properly designated in 
writing by an officer to whom the incum- 
bent of the position reports; 


(c) payment authority shall be exercised only 
when the certificate required under Section 
27 of the Financial Administration Act has 
been provided by a person delegated appro- 
priate spending authority; 


(d) spending authority and payment authority 
shall not be exercised by the same person 
for a particular payment; and 


(e) payment authority shall not be delegated to 
positions classified below the Financial 
Administrator 2 level. 


PAYROLL 

¢ The responsibility for the preparation of pay- 
roll data and the updating of payroll records 
is primarily a personnel function. Personnel 
officers are not financially oriented and there 
is a lack of awareness of the need for financial 
controls over payroll. 


¢ Controls over payroll procedures both at 
headquarters and posts abroad should be es- 
tablished and documented. The responsibility 
for establishing and monitoring these controls 
should be assigned to financial officers. 


OTHER EXPENDITURES 


¢ The Department should ensure that account- 
ing controls in the system for expenditures are 
established at the earliest possible point in the 
process and maintained throughout the man- 
ual, mechanical and computer operations. 


REVENUE 

¢ Procedures and controls for the collection and 
accurate recording of all revenues should be 
documented. 


DEPARTMENTAL COMMENTS 


(d) occasionally spending authority and pay- 
ment authority is exercised by the same senior 
officer for certain payments of a recurring na- 
ture, where another officer with the requisite 
authority is unavailable; 


(e) since payment authority is presently re- 
stricted primarily to Finance Division following 
detailed audit, some experienced personnel at 
the Clerical and Regulatory level 6 do authorize 
payments within specified financial limitations. 


The preparation of payroll data and updating 
records is performed by compensation clerks 
supervised by an Administrative Officer who is 
fully qualified in compensation matters. A fi- 
nancial officer functionally responsible to the 
Director, Finance Division, exercises control 
over the salaries and allowance budgets. 


While control procedures do exist, it is agreed 
that they should be identified and documented. 
Financial officers will be involved in the docu- 
mentation and monitoring. 


This recommendation will be implemented with 
the introduction of detailed commitment control 
procedures now being formulated. 


The procedures respecting revenues and other 
accounts receivable will be documented in the 
Manual of Financial Management. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


CONTROL OF ASSETS 

¢ All accountable furniture, fixtures and equip- 
ment should be physically controlled on the 
basis of quantity, cost and location. Num- 
bered tags should be used, where appropriate. 

¢ The Department should integrate the subsidi- 
ary accounting system for headquarters’ asset 
control into the system in effect for controlling 
capital assets abroad. 


¢ The Department should reconcile annually 
total acquisitions of accountable assets re- 
corded in the subsidiary system to totals of 
line objects in the principal accounting 
system. 


DEPARTMENTAL COMMENTS 


The control of materiel assets at posts is pro- 
vided for through a computerized inventory sys- 
tem accompanied by physical checks, as detailed 
in the Manual of Materiel Management. A simi- 
lar system is being introduced for materiel assets 
at Headquarters but will be segregated from the 
former for administrative convenience. 

The feasibility of reconciling acquisitions as re- 
corded in the computerized inventory system 
with total expenditures by line objects will be 
considered during the departmental study of all 
aspects of financial administration. 


INTERNAL AUDIT 


An Inspection Service Division reporting to 
the Under Secretary of State conducts opera- 
tional audits of posts abroad which include 
limited tests of financial systems and proce- 
dures. There has been no internal audit of the 
headquarters and passport operations. 

* The scope of operational audits at posts 
abroad should be expanded to give greater 
coverage as well as to include reasonable tests 
of financial systems and procedures. 


There should be an internal audit of the head- 
quarters and passport operations. 

¢ The Department should establish an Audit 
Committee which would: 


(a) review internal audit reports and actions 
taken on findings; and 


(b) approve the audit coverage proposed by the 
internal audit group. 


The scope of audits will be expanded during the 
current year as a consequence of the provision of 
additional man-years which permits the forma- 
tion of two four-man inspection teams. In addi- 
tion, in the context of the departmental study on 
all aspects of financial administration, consider- 
ation will be given to a further expansion. 


The establishment of an Audit Committee will 
be considered in the context of the departmental 
study on all aspects of financial administration. 


BUDGETARY CONTROL 


FORECASTS AND MAIN ESTIMATES 


¢ There should be better documentation of all 
planning decisions and reviews. 
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It is considered that Planning decisions and re- 
views are adequately and closely controlled. 
However, it is agreed that they could be better 
documented in a formal sense. 


OBSERVATIONS AND 
RECOMMENDATIONS 


MANPOWER BUDGETING 


¢ The Department has in the past budgeted 
100% of man-years and salary dollars. Un- 
foreseen costs such as overtime and casual la- 
bour have been covered out of reserves created 
in salary dollars due to delays in filling 
vacancies. 


Salary dollars included in the Main Estimates 
should reflect conditions imposed by time lags 
in filling vacancies. The Department should 
ensure that each known expenditure such as 
overtime and casual labour is forecast and 
reported by separate line object. 


BUDGET PROCEDURES 


¢ The Department should formalize and docu- 
ment policies concerning the requirements, 
preparation, challenge and approvals of bud- 
getary submissions including identification of 
independent verification of mechanical and 
clerical accuracy of the submissions and sup- 
porting documents. 


Improved budget variance analysis proce- 
dures should be developed. 


COMMITMENT CONTROL 


¢ The system of commitment accounting and 
control throughout the Department should be 
refined and documented to provide accurate 
and consistent recording in the financial 
reports. 


STAFFING 

¢ The Department should make every effort to 
ensure that the staffing of the Estimates and 
Forecasts section is commensurate with the 
senior nature of the responsibilities involved 
and is capable of providing an effective sup- 
port to responsibility centres. 
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DEPARTMENTAL COMMENTS 


The Program Forecasts and Estimates Manual 
does not require that any adjustment be made 
for time lags in filling vacancies. Since the net 
result would be comparable the Department 
considers it more realistic to budget salaries in 
the gross amount to cover continuing and casual 
employment than to attempt to forecast sepa- 
rately. Overtime is in fact budgeted for by sepa- 
rate line object and has been for a number of 
years. 


The Department will formalize and document 
policies and procedures on budgets in the Man- 
ual of Financial Management. Verification of 
submissions will become part of the standing 
procedures. 


Action will be taken to improve variance analy- 
Sis as a consequence of a recent organizational 
change in Finance Division. 


It is agreed that commitment accounting and 
control should be refined and documented. Dif- 
ferent systems are being studied at the present 
time in order to develop the most appropriate 
systems for departmental operations. 


The staffing and reorganization of the Estimates 
and Budgets Section will be one of the prime 
considerations of the departmental study on all 
aspects of financial administration. 


OBSERVATIONS AND 
RECOMMENDATIONS 


DEPARTMENTAL COMMENTS 


FINANCIAL REPORTING 


¢ While the Department utilizes the services of 
the Department of Supply and Services for its 
financial reporting, it also maintains its own 
accounting system for allotment control 
purposes. 

¢ Reconciliations of financial information pro- 
duced by the Department’s accounting system 
and that produced by DSS should be reviewed 
and initialled by a senior financial officer. 


¢ The Department should study and develop 
means of improving the system of financial 
reporting, preferably through the services of 
DSS, specifically to implement: 


(a) man-year utilization; 
(b) accurate commitment accounting; and 


(c) accrual accounting when necessary. 


¢ The Department should exchange expenditure 
input data with DSS in machine readable for- 
mat, and should continue to explore possibili- 
ties of minimizing any duplication in data 
preparation and financial reports. 


PASSPORT OFFICE 


¢ The Operating Procedures Manual should be 
completed to include all control procedures 
for revenue and expenditures. 


¢ The possibility of integrating the departmen- 
tal system as it applies to the Passport Office 
and the accounting system of the Passport 
Office into the DSS system should be 
investigated. 
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DSS provides a cash and a budget reporting 
service to the Department which maintains sep- 
arate cash and allotment records for control and 
reconciliation purposes. 


In future reconciliations between departmental 
accounting records and DSS will be reviewed 
and signed by senior officers in Finance 
Division. 

This recommenation will be considered during 
the study now under way on all aspects of fi- 
nancial administration. 


An experimental project to provide input data 
by cassette tape is now in the planning stage in 
co-operation with DSS. 


Control procedures exist as directives and are 
followed in practice. The Operating Procedures 
Manual is designed primarily to describe the 
normal operating procedures to be followed by 
Passport Office staff in processing applications 
and issuing passports. Chapters are provided for 
support services such as Personnel, Finance and 
Administration and it is intended to complete 
these as soon as possible. 

This recommendation will be considered during 
the study on all aspects of departmental financial 
administration. 


DEPARTMENT OF FINANCE AND TREASURY BOARD SECRETARIAT 


Observations and Recommendations as at April 30, 1975. 
Departmental Comments as at July 1975. 


In addition to appropriations financing the programs of the Department and the Secre- 
tariat the study included procedures related to the loans and investments accounts, current 
and demand liabilities, deposit and trust accounts and the deferred and special accounts 
which are part of the Accounts of Canada and appear in the Statement of Assets and 
Liabilities. 


As the Department of Finance’s Finance, Personnel and Administration Branch provides 
joint administrative and financial services to the Department of Finance (Department) and 
the Treasury Board Secretariat (Secretariat) the observations and recommendations have 
been divided into three areas of responsibility, those that are common to the Department 
and Secretariat, those that apply only to the Department and those that apply only to the 
Secretariat. 


OBSERVATIONS AND DEPARTMENT’S AND SECRETARIAT’S 
RECOMMENDATIONS COMMENTS 


COMMON TO DEPARTMENT AND SECRETARIAT 


ORGANIZATION 


¢ Either the position of Director, Finance, Per- Agree. This would be desirable. 
sonnel and Administration Branch or one of 
the positions of Assistant Director should be 
filled by a person with a qualified accounting 
background. 


FUNCTIONAL RESPONSIBILITIES 


¢ The responsibility of the Financial Services This will be more completely documented in the 
Division for giving functional guidance and Manual of Internal Administration by August 
direction in financial matters should be de- 31, 1975. 
fined and communicated through the Manual 
of Interna] Administration. 


TRAINING AND DEVELOPMENT 


¢ No appropriate training programs are offered 
on the Department’s and Secretariat’s finan- 
cial management and control systems. 


191 


OBSERVATIONS AND DEPARTMENT’S AND SECRETARIAT’S 
RECOMMENDATIONS COMMENTS 


Financial Services Division’s training and There is no general or continuing requirement 
development program should be extended to for such training. Individual needs are met 
cover administrative officers having financial through courses conducted by the PSC and spe- 
responsibilities within the branches. cial briefings by the Financial Services Division. 


ACCOUNTING CONTROL OF 

EXPENDITURES 

¢ The procedure of batching cheque requisi- This will be considered. 
tions for submission to the Department of 
Supply and Services paying offices should in- 
corporate a control, as a precaution against 
fraud and error, whereby a responsible finan- 
cial officer of Financial Services Division in- 
dependent of the payment officer, as the final 
procedures before submission, ensures that 
payment documents are properly authorized 
under Sections 26 and 27 of the Financial 
Administration Act. 


PAYROLL 

¢ Procedures relating to distribution of payroll 
cheques are not adequate since they do not 
provide for independent checks to guard aga- 
inst fraudulent practices. 


Financial Services Division should exercise a _— Agree. 
functional responsibility for financial controls 

over payroll and periodically should distribute 

the payroll cheques. 


REMITTANCES BY MAIL 


* Cash receipts are not recorded in the presence 
of another employee, as mail is opened, to 
ensure that all revenues are collected and ac- 
counted for. 


Arrangements should be made to ensure ad- Implemented. 
herence to requirements of the Receipt and 

Deposit of Public Money Regulations in re- 

spect to mail opening. 


A specific endorsement stamp should be used To be considered. 
by the Central Mail Room to stamp all che- 

ques and negotiable instruments as the mail is 

opened to prevent cashing by unauthorized 

persons. 


Financial Services Division should institute a | Cash blotters are now maintained in the Re- 
review of the mail opening procedures to de- _ cords Offices. 

termine whether cash blotters should be main- 

tained in the Records Offices. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


FURNITURE AND EQUIPMENT 


¢ The accounting system now being developed 
should be implemented in 1975 to ensure that 
all furniture and equipment acquired by the 
Department and the Secretariat are accounted 
for on a quantitative basis. 

¢ Program and responsibility centre managers 
should be held accountable for all furniture 
and equipment located within their areas. 


INVENTORIES AND MATERIEL 


¢ The Finance, Personnel and Administration 
Branch should set up an appropriate system to 
monitor the implementation of the new inven- 
tory control system to ensure its completion 
by 1975. 

¢ The Finance, Personnel and Administration 
Branch should establish quantitative controls 
over all stocks of furniture, equipment and 
supplies. 


INTERNAL AUDIT 


¢ The diversified programs and accounts of the 
Department and the Secretariat are not cur- 
rently subject to internal audit. 


An internal audit section should be estab- 
lished for the purpose of auditing and report- 
ing on all programs and activities of the De- 
partment and the Secretariat. 


PROGRAM FORECASTS/MAIN 
ESTIMATES 


¢ Program Forecasts are currently projected 
from a resource base approved in past years 
instead of from a plan developed according to 
future needs. 


The Department’s and the Secretariat’s Pro- 
gram Forecasts should disclose selected activ- 
ity priorities and actual resource 
requirements. 


* In order to encourage greater commitment to 
their budgets, program and responsibility cen- 
tre managers should play a more positive role 
in the preparation of the Main Estimates and 
operating budgets. 

¢ Manpower resources are planned on the basis 
that skilled employees are available immedi- 
ately and can be hired on short notice. 
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DEPARTMENT’S AND SECRETARIAT’S 


COMMENTS 


The development of such a system is nearing 
completion. 


The new system will require managers to accept 
responsibility for their capital assets i.e. office 
furniture and equipment. 


When the new system is fully implemented, it 
will be reviewed periodically as part of the inter- 
nal audit program. 


The new system will establish required quantita- 
tive controls. 


Now established. 


The Program Forecasts are submitted in a form 
which is generally incremental but, in fact, they 
are developed on the basis of priority determi- 
nation and a complete examination of total re- 
source requirements. 

It is difficult to foresee a more active role for 
managers in these areas but the suggestion will 
be considered. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Manpower resources indicated in the Esti- 
mates should reflect the limitations imposed 
by hiring procedures and the projected mar- 
ket for skilled employees. 


OPERATING BUDGETS 


¢ The responsibility centres should be reduced 
in number either to the branch level or to a 
level that will provide the most effective con- 
trol over the use of financial resources. 

¢ Financial Services Division should provide 
responsibility centre managers with compara- 
tive analyses between budgeted and actual 
man-years and expenditures so as to hold 
them accountable for initiating corrective 
measures and to assist them in the prepara- 
tion of future budgets. 

¢ Salary reserves and cost-of-living salary in- 
creases should be shown in budgetary reports 
as soon as they are known and become 
operative. 


MANAGEMENT REPORTS 


¢ Department of Supply and Services Manage- 
ment Reports are not fully understood by 
some program and responsibility centre man- 
agers and contain errors and deficiencies 
which tend to reduce managerial confidence 
in them. 


Financial Services Division should take steps 
to overcome these deficiencies with the aim of 
providing a more meaningful report for the 
use of program and responsibility centre 
managers. 


Material errors accumulating in the Depart- 
ment of Supply and Services Invalid Code 
Statements and other recognized errors that 
affect the reported results of responsibility 
centre performance should be recorded manu- 
ally on Management’ Reports _ before 
distribution. ; 


Reconciliations between Financial Services 
Division reports and those of the Department 
of Supply and Services should be reviewed 
and initialled by a senior official of Financial 
Services Division. 
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DEPARTMENT’S AND SECRETARIAT’S 


COMMENTS 


These factors are taken into consideration when 
Program Forecasts are prepared and then re- 
flected in the Main Estimates. 


The present structure is considered appropriate 
but the suggestion will be considered. 


Statements are provided monthly to show man- 
year and dollar resource variances. Supplemen- 
tary explanations and/or requests for explana- 
tions are made on an exception basis as 
required. 


Budgetary reports will be reviewed to determine 
if the availability of salary reserves can be iden- 
tified more clearly. 


Agree. This area is to be reviewed by November 
POTS: 


Agree. 


Disagree. This is unnecessary where reconcilia- 
tions of accounts are made but is done on an 
exception basis where problems are encountered. 


OBSERVATIONS AND DEPARTMENT’S AND SECRETARIAT’S 
RECOMMENDATIONS COMMENTS 


SUPPLEMENTARY SYSTEMS 


¢ In addition to systems specifically reported on 
herein, other supplementary accounting sys- 
tems are maintained in the Department and 
the Secretariat. 


Financial Services Division should institute a _ Present project planning provides for a complete 
review of supplementary accounting systems review of all internal accounting systems taking 
and memorandum records maintained in the __ into consideration the special operational func- 
Department and the Secretariat to ensure that _ tions of the Department and Secretariat. 
financial controls are adequate and the sys- 

tems are not duplicated. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


APPLYING TO THE DEPARTMENT 


LOANS RECEIVABLE 


¢ The loan accounts now numbering 4,000 to 
5,000 have become more difficult to manage 
as a manual record system. Complete infor- 
mation on the state of overdue loans and in- 
terest payable is not readily obtained from the 
system. 


A suitable system of computerized accounts The system will be completed in 1975. 
complete with reconcilable control accounts, 

now in development, should be completed by 

the summer of 1975. 


The system should incorporate features which The system under development incorporates 
will produce, as part of the monthly or peri- __ these features. 

odic statements, information showing. all 

overdue payments of principal and interest on 

amortized loans and interest payable on 

unamortized loans. 


Consideration should be given to charging Agree. 
interest on past-due instalments relating to 
amortized loans. 


Collection procedures should be documented Present documentation will be improved to in- 
and a suitable follow-up system devised clude complete collection procedures. 

whereby all loan recovery actions are system- 

atically and properly recorded on file for fu- 

ture collection and reference purposes. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


LOANS PROGRAMS AND PUBLIC DEBT 
PROGRAM 


¢ The supplementary detailed ledger accounting 
systems maintained by Financial Services 
Division to control the Loans Program and 
the Public Debt Program should be reviewed 
in conjunction with the Financial Services 
Division Accounting System and the Depart- 
ment of Supply and Services Cash Manage- 
ment Reporting System to eliminate 
duplication. 


GUARANTEED LOANS RECEIVABLE 


¢ The present accounting systems and controls 
exercised over the collection and accounting 
of defaulted student and economic business 
loans are inadequate. 


A fully oriented computerized system of ac- 
counts that will produce a continuous running 
balance of each loan as transactions occur 
should be developed and implemented to 
meet the accounting and financial reporting 
requirements in respect of such loans. 


Control accounts should be established by 
class of loan. 


Provision should be made in the accounts to 
include the interest which is recoverable on all 
defaulted loans. 


As part of its program the computerized sys- 
tem of accounts should produce a separate 
listing of all inactive defaulted loans, includ- 
ing loans written off with proper authority, 
for the purpose of follow-up and continued 
control. 


Periodic checks should be made to establish 
the existence of persons with student and eco- 
nomic business loans. 


All loan accounts including defaulted student 
loans without Social Insurance Numbers 
should be appropriately identified and in- 
cluded in the computerized system of 
accounts. 
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DEPARTMENTAL COMMENTS 


This review is considered to be unnecessary as 
present systems are working satisfactorily, and 
they meet the daily information and accounting 
requirements of the Department without unnec- 
essary duplication. 


This is not economically practical or necessary 
on student loans accounts as a daily running 
balance is available through our collection 
agent’s computerized accounting system. How- 
ever, the recommendation is applicable in re- 
spect of economic business loans for which a 
computerized accounting system has _ been 
developed. 


This is to be done within the Department’s 
planned systems review program. 


As above. 


A pilot project to accomplish this objective was 
completed in May and system implementation is 
under way. 


Agree. Confirmation of loan balances will be 
included in our internal audit program. 


This is now in process. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Periodic or monthly statements should be pro- 
duced showing the class and the total amount 
of loans outstanding including interest receiv- 
able on student and economic business loans 
and the defaulted loans awaiting finalization 
of costs. 


Financial Services Division should exercise 
functional responsibility for the Guaranteed 
Loan Program’s accounting system. 


Lending institutions should be reimbursed for 
defaulted loans taken over from them only 
when a claim supported by adequate loan doc- 
umentation is submitted. 


A suited and appropriate method of aging 
accounts should be devised to determine the 
collectible and non-collectible status of de- 
faulted loans from the date the lending insti- 
tutions are reimbursed. 


The system should provide controls which 
prevent persons who do not honour their loan 
obligations from receiving further loan assist- 
ance under the Program’s other loan plans 
and from loan assistance programs that are 
sponsored by other government departments. 


SUPPLEMENTARY SYSTEMS 


¢ The supplementary accounting system main- 
tained by the Department’s Federal Provin- 
cial Relations Division should be reviewed in 
conjunction with the Financial Services Di- 
vison Accounting System and the Department 
of Supply and Services Cash Management 
Reporting System to eliminate duplication. 

¢ The supplementary accounting system main- 
tained by the Department’s Municipal Grants 
Division and the memorandum grants pay- 
ment record cards compiled by Financial Ser- 
vices Division should be reviewed in conjunc- 
tion with the Financial Services Division Ac- 
counting System and the Department of Sup- 
ply and Services Cash Management Report- 
ing System to eliminate duplication. 
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DEPARTMENTAL COMMENTS 


This will be done. 


This is the Department’s policy. 


Disagree. This is not considered practical in re- 
spect of student loans because they consist of a 
large volume of small accounts for which the 
lending institutions hold no security and will not 
release supporting documentation other than on 
a pay-now audit-later basis. 


This was considered in a pilot project during 
May and is being implemented. 


To be examined. 


This review is part of the Department’s planned 
review program. 


As above. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 
¢ The statement listing of Municipal Grants This will be considered. 

payments produced for the Public Accounts 

should be designed to show the taxation year 

to which the individual grant payments relate 

and the amounts paid on behalf of local im- 

provements and for other purposes. 


OBSERVATIONS AND SECRETARIAT’S COMMENTS 
RECOMMENDATIONS 


APPLYING TO SECRETARIAT 


GENERAL ANALYSIS OF FINANCIAL 
OFFICERS 


¢ The classification of program analysts as Fi- 
nancial Administrators presupposes that they 
possess the knowledge and demonstrated ca- 
pabilities of financial administrators and en- 
ables them to capitalize on the many employ- 
ment opportunities offered in government in 
the financial administration field. 


Because of the special nature of their work This is being considered. 
consideration should be given to establishing 

a separate category for the Secretariat’s pro- 

gram analysts. 


SUPPLEMENTARY SYSTEMS 


The independent memorandum records and The accounting systems maintained by the Pen- 
accounting systems maintained by the Secre- sions and Insurance Division have been trans- 
tariat’s Pensions and Insurance Division ferred to the Financial Services Division and a 
should be transferred to Financial Services review will be made of such memorandum re- 
Division and similarly reviewed in conjunc- cords as are still maintained in the Pensions and 
tion with the Financial Services Division Ac- Insurance Division. 

counting System and the Department of Sup- 

ply and Services Cash Management Report- 

ing System to eliminate duplication. 


HOSPITAL INSURANCE OUTSIDE 
CANADA ACCOUNT 


* The supplementary detailed statistical and This review is considered to be unnecessary as 

accounting system maintained by Financial present systems are working satisfactorily and 
Services Division in respect of the Hospital they meet the daily information and accounting 
Insurance Outside Canada Account should be requirements of the Secretariat without unneces- 
reviewed in conjunction with the Financial — sary duplication. 
Services Division Accounting System and the 
Department of Supply and Services Cash 
Management Reporting System, to eliminate 
duplication. 
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DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 


Observations and Recommendations as at December, 1974. 


Departmental Comments as at May, 1975. 


Our review was based on all segments of the Department reporting through the Deputy 
Minister. Thus, it specifically excluded the Grains Group and the following entities: 


Foreign Investment Review Agency 
General Adjustment Assistance Board 


Machinery and Equipment Advisory Board 


Metric Commission 
National Design Council 


Pharmaceutical Industry Development Advisory Committee 


Textile and Clothing Board 
Minister’s Advisory Council 


OBSERVATIONS AND 
RECOMMENDATIONS 


SENIOR FINANCIAL OFFICER 


¢ A Senior Financial Officer should be desig- 
nated and the designate should be a member 
of the Senior Management Committee of the 
Department. 


COMMUNICATION BETWEEN 
FINANCIAL SERVICES BRANCH AND 
OTHER BRANCHES 


¢ Financial officers and administration officers 
carrying out financial functions in branches 
outside the Financial Services Branch do not 
report either directly or functionally to a sen- 
ior financial officer. 


Financial and administration officers outside 
Financial Services Branch should report func- 
tionally to a senior financial officer. 

¢ Various persons in Financial Services Branch 
are used as a point of contact by administra- 
tion officers in different branches, based on 
whom they happened to know, rather than on 
the basis of the individual in the best position 
to provide the advice or assistance needed. 


An existing officer in Financial Services 
Branch should handle liaison duties with 
branch financial and administration officers. 
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DEPARTMENTAL COMMENTS 


This issue is currently under consideration. 


Functional reporting relationships will be estab- 
lished and procedures developed to enable the 
administration of the functional role. 


An officer in the Financial Services Branch will 
be designated as the liaison officer for branch 
financial and administration officers. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FINANCIAL MANUAL 


¢ A specific timetable should be developed for 
completing the departmental financial manual 
as soon as possible. 


GRANTS AND CONTRIBUTIONS 


¢ Except for three contribution assistance pro- 
grams, grants and other types of contributions 
are not listed by recipient and amount in the 
Public Accounts. 


All individual grants and contributions in ex- 
cess of a specified dollar limit (say $25,000) 
should be listed in the Public Accounts of 
Canada. 


CAPITAL EQUIPMENT 


¢ The cost of capital equipment acquisitions 
during the year should be reconciled with to- 
tal annual expenditures in the relevant stan- 
dard objects of expenditures. 


INTERNAL AUDIT 


¢ Internal audit reports to the General Director, 
Financial Services Branch. Much of the scope 
of work carried out by internal audit directly 
relates to the performance of the Financial 
Services Branch. 


Internal audit should report scope of work 
and significant findings to a senior member of 
management outside the Financial Services 
Branch or to an audit committee comprising 
several members of senior management. 


ACTIVITY STRUCTURE AND OUTPUT 
PERFORMANCE MEASUREMENTS 


¢ Programs should be sub-divided to the activ- 
ity element level in the Department’s account- 
ing system and output measures should be 
developed for those activities where such mea- 
sures would provide meaningful management 
information. 


ANNUAL PLANNING FUNCTION 


¢ Responsibility centre managers should be 
made formally aware of senior management 
objectives prior to the commencement of an- 
nual work plan and program forecast 
preparation. 
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DEPARTMENTAL COMMENTS 


A timetable has been developed for the comple- 
tion of the financial manual. The completion 
date scheduled is December 31, 1975. 


The implication of revealing this information is 
being reviewed and will be discussed with the 
Receiver General. 


The capital equipment inventory will be re- 
corded in the departmental control accounts in 
1975-76. 


Consideration is being given to establishing the 
committee. 


Programs will be sub-divided to the activity ele- 
ment level and a data base is being developed 
which will facilitate ‘output measurement”’. 


Management planning and policy direction for 
the program forecast year is given to responsi- 
bility centre managers. This information will be 
formalized in future years. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


FINANCIAL REPORTING 


¢ A further review should be made of DSS ser- A continuous review is conducted to minimize 
vices so as to minimize, as much as possible, the duplication that exists between Industry, 
the duplication that exists between Industry, Trade and Commerce and DSS. 
Trade and Commerce and DSS in data prepa- 
ration for the reporting systems. 
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INFORMATION CANADA 


Observations and Recommendations as at December 1974. 


Departmental Comments as at August 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


RESPONSIBILITY FOR THE FINANCIAL 

FUNCTION 

¢ The senior financial specialist in the Depart- 
ment must discharge his responsibilities with- 
out direct knowledge or involvement in the 
Management Committee, the Planning 
Branch or the Administrative functions of the 
Department. 


The senior financial specialist should be a 
member of the management committee. 


STAFFING OF THE FINANCIAL 

FUNCTION 

¢ The Department has suffered from high turn- 
over of financial officers and staff and has had 
to operate predominantly with casual and 
temporary employees. 


Vacant positions in the Financial Services 
Division should be filled as soon as possible 
with qualified permanent staff. 


COMMUNICATION OF FINANCIAL 
REQUIREMENTS AND DUTIES 


¢ Financial procedures and duties have not 
been adequately documented and 
communicated. 


The departmental financial manual should be 
completed as soon as possible. 


Internal communications between financial 
officers and line managers should be im- 
proved through periodic meetings and re- 
ports. Internal communications within the 
Financial Services Division should be im- 
proved by the distribution of more specific job 
descriptions, work procedures, departmental 
organization charts and the conduct of in- 
house training sessions by senior officers. 


DEPARTMENTAL COMMENTS 


The Department in due course will consider this 
recommendation. 


The Department has been giving recruiting ef- 
forts a high priority but there is a shortage of 
available qualified financial staff and limited 
career prospects for these individuals within the 
Department. Since the study most of the posi- 
tions have been filled. 


The content of the manual has been prepared 
and is now in the process of translation. 


The Department is placing greater emphasis on 
internal communications between financial of- 
ficers and both line managers and staff perform- 
ing financial functions. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


CONTROL OF EXPENDITURE 
DOCUMENTS 


¢ The Department does not maintain sequential 
and other controls of expenditure documents 
appropriate for ensuring that all accounts are 
paid without error, omission or duplication. 


Prenumbered receiving reports and cheque Accounting controls will be established as 
requisitions should be introduced and their recommended. 

use controlled. Accounting controls should be 

established on expenditure documents before, 

not after, they are submitted for final 

authorization. 


PAYROLL 


¢ The payroll and personnel functions are both 
assigned to the Personnel Services Division. 
This lack of segregation of duties is a funda- 
mental weakness in internal control. 


There should be an adequate segregation of | The Department will give consideration to this 
duties in all aspects of the payroll function. recommendation if and when a major depart- 
Consideration should be given to transferring mental reorganization will occur. 

the payroll preparation and distribution func- 

tions from the Personnel Services Division to 

the Financial Services Division. 


* Salary overpayments have occurred in the A procedure for severance certificates has been 
past as a result of failure to adhere to pre- developed and implemented. 
scribed procedures. Action should be taken to 
ensure that employee severance certificates 
and other payroll documents are initiated 
promptly by supervisors. 


REVENUES, ACCOUNTS RECEIVABLE 
AND REVOLVING FUNDS 


¢ Unpaid suppliers’ invoices are not accrued in 
the monthly financial reports of the Exposi- 
tions Revolving Fund and the Publishing 
Revolving Fund does not record any month- 
end accruals whatsoever. There is therefore no 
reliable basis for monitoring the financial po- 
sition and operating results of these funds 
during the year. 


Accrual accounting should be used in the This recommendation has been implemented. 
preparation of monthly financial statements New statements for the publishing Revolving 
of the Revolving Fund. Fund, including accruals, have been instituted. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


The Expositions Revolving Fund has not been 
able to, and is not forecast to, generate suffi- 
cient funds to be self-financing. The reported 
balance of the Fund exceeded the authorized 
limits by $170,000 in November 1974 and 
payments to suppliers were being withheld 
because of a shortage of funds. The shortage 
of funds is attributable to the operating losses 
of the Fund as well as to delays in collecting 
accounts receivable from other government 
departments. 


The operations of the Expositions Directorate 
either should not be financed through a re- 
volving fund or corrective action should be 
taken to ensure that revenues will be adequate 
to meet all costs. 

The unrestricted credit policies and weak- 
nesses in internal controls over revenues and 
accounts receivable applicable to the Publish- 
ing Revolving Fund are under review. The 
credit policies do not conform with Treasury 
Board guidelines and have contributed to ex- 
cessive difficulties in collecting and adminis- 
tering a large number of small amounts 
outstanding. 


The existing credit policies should either be 
more restrictive, preferably to the sale of pub- 
lications on a cash basis, or should be ap- 
proved annually by the Treasury Board. 


The functions of granting credit and collect- 
ing overdue accounts should be segregated 
from the maintenance of accounts receivable 
records. 


The Department should more extensively 
employ and account for pre-numbered se- 
quential forms in its credit, invoicing, ac- 
ccunts receivable and collection functions. 


DEPARTMENTAL COMMENTS 


The task force report on Expositions is under 
consideration by the Treasury Board. 


The credit policy has been revised. 


This recommendation has been implemented. 


The Department will implement this recommen- 
dation wherever feasible. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 
¢ The Department has been unable to identify 

accurately amounts of subsidies to be credited 
to the Publishing Revolving Fund and 
charged to the Publishing and Distributing 
Services Activity of Vote 10. These subsidies 
are to promote the publishing, sale and distri- 
bution of government publications. At the 
time of our review the records of the Publish- 
ing Revolving Fund also did not reflect 
charges for the original inventory transferred 
from the Department, revenues for services 
rendered, accrued interest costs of advances or 
unpaid suppliers’ invoices. 


Authority for the Publishing Revolving Fund Agreed. The Department did not fully anticipate 
should not have been sought until the neces- __ the difficulties of accounting for this Revolving 
sary financial policies and accounting proce- ‘Fund. 

dures had been developed to ensure that ef- 

fective financial control would be maintained. 


The Department should ensure that its current An appropriate method of identifying and allo- 
efforts to develop appropriate policies or for- _ cating these costs has been implemented. 
mulae to enable an accurate calculation of this 
subsidy for the Publishing Revolving Fund 
are successful and are implemented as soon as 
possible. 
¢ The existing system of inventory accounting 
and control in the Publishing Revolving Fund 
is inadequate and is presently being studied 
by management consultants. 


The Department should improve the accuracy An appropriate system has been developed and 
and currency of subsidiary inventory records. __ is now being implemented. 

Special procedures should also be instituted to 

ensure that: 


(a) periodic physical counts of inventories are 
taken independently and reconciled to subs- 
idiary inventory records; and 


(b) inventory control accounts, with detailed 
records where appropriate, are maintained 
for publications out on consignment and in 
each regional bookstore. 


CAPITAL ASSETS 

¢ Subsidiary records are maintained for capital 
assets but physical counts have never been 
taken to verify the accuracy of the records of 
the capital assets of the Expositons Revolving 
Fund. 


All capital assets should be counted annually This recommendation has been implemented. 
and reconciled to the capital assets subsidiary 
records. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 


¢ The Internal Audit Section of the Department 
has been temporarily staffed by two individu- 
als, neither of whom has formal audit 
training. 


The Department should ensure that persons 
in its Internal Audit Section have appropriate 
qualifications, experience and supervision. 


BUDGET PREPARATION 


¢ The system does not ensure that budget infor- 
mation initiated in the branches is consistent 
with departmental objectives and goals. 


The budget preparation and review processes 
should be based on clear statements of objec- 
tives, plans and goals expressed in quantita- 
tive terms where practical. 


Responsibility centre managers should partic- 
ipate more fully in the budget preparation 
and control process. 


ALLOTMENT CONTROL 


¢ Budget transfers between departmental sub- 
allotments are not always authorized and 
recorded. 


Sub-allotments should not be permitted to be 
overspent without duly authorized formal 
transfers of funds from other sub-allotments. 


COMMITMENT CONTROL 


¢ Monthly commitment and cash control re- 
ports are unreliable because of the variance in 
the cut-off dates for input of commitment and 
expenditure data. 


Expenditue and commitment input to 
monthly commitment and cash control re- 
ports should be cut off on the same date. 


FINANCIAL REPORTING 


¢ The current financial reporting system is not 
meeting all the significant needs of operating 
managers. 


The financial statements of the revolving 
funds should include complete monthly and 
prior year comparative results as well as cu- 
mulative year-to-date totals. 
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DEPARTMENTAL COMMENTS 


Positions in the Audit Section have been up- 
graded and a qualified auditor has been hired. 


The newly created Planning Branch will place 
Significant emphasis on implementing this 
recommendation. 


Since the study the Department has developed 
and implemented an improved budgetary con- 
trol system. 


Agreed, it has been implemented. 


The Department is in the process of developing 
a complete management information system 
which is expected to become operational during 
1975-76. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


There should be more communication 
between financial officers and line managers 
as to the needs and purposes of financial in- 
formation. The format, content and timing of 
financial management reports should be docu- 
mented in the departmental financial manage- 
ment manual. 
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DEPARTMENT OF LABOUR 


Observations and Recommendations as at December 1974. 


Departmental Comments as at July 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FINANCE/ACCOUNTING FUNCTIONAL 
RELATIONSHIPS 


¢ The functions of the Director of the Financial 
and Management Services Branch include 
substantial responsibilities which are not di- 
rectly related to his role as senior financial 
officer. 


Based on the Financial Services Division’s 
present establishment, the senior financial 
officer should be spending more of his time 
supervising day-to-day work on systems and 
management reporting in the Financial Ser- 
vices Division. 

e Administrative officers should report func- 
tionally on financial matters to the senior fi- 
nancial officer and the nature of their tasks in 
the financial area should be upgraded. 


STAFFING IN THE FINANCIAL 
FUNCTION 


¢ Assistance of the Management Improvement 
Division staff should be sought to overcome 
staff shortage problems in the Financial Ser- 
vices Division. 


ASSIGNMENT OF FINANCIAL 
AUTHORITIES UNDER THE FINANCIAL 
ADMINISTRATION ACT 


¢ New authorities documents should be ob- 
tained as soon as organizational changes war- 
rant it or as soon as it is found that the exist- 
ing document requires adjustment. Those doc- 
uments should refer to the principle that dele- 
gated authority may not be redelegated. 
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DEPARTMENTAL COMMENTS 


Agreed. 


The total organization is being reviewed and 
this recommendation will be taken into 
consideration. 


This resource will be used to alleviate staff short- 
ages in systems design. 


Agreed. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Branch personnel (directors, division chiefs 
and administrative officers) should be made 
aware of the importance of delegation of au- 
thority as well as the requirements of the Fi- 
nancial Administration Act and the Guide on 
Financial Administration. This should be ac- 
complished through a planned series of com- 
prehensive oral training sessions. 
¢ The new system of authorities is not sup- 
ported by specimen signature cards and does 
not give recognition to commitment authority 
under Section 25 of the Financial Administra- 
tion Act. 


Financial Services Division personnel should 
move immediately to design and to imple- 
ment procedures to eliminate the deficiencies 
in the assignment of financial authorities. 


EXPENDITURE CONTROL POLICIES AND 
PROCEDURES 


¢ A review should be made of the document 
matching and verification procedures per- 
formed by Materiel Management and by Fi- 
nancial Services Division clerks to eliminate 
duplication of effort while maintaining a di- 
vision of duties between account verification 
and purchasing. 

¢ Instances were noted where branch directors 
whose budgets are affected were not being in- 
formed by the Public Relations Branch that 
charges for advertising and printing of publi- 
cations exceeded estimates by substantial 
amounts. 


Branch directors should be advised by Public 
Relations Branch personnel if the cost of ad- 
vertising and printing is likely to exceed 
amounts originally approved. 


¢ Financial procedures related to advertising 
and printing contracts are carried out by the 
Public Relations Branch. 


DEPARTMENTAL COMMENTS 


Financial Services is presently reviewing with 
branch personnel the importance of a delegation 
of authority as they develop the signature cards. 
Concerning the training needs of all Branch 
Administration Officers, it is realized that the 
Department now lacks a co-ordinated approach. 
The matter will be reviewed in the near future in 
the light of departmental training priorities. 


Agreed and presently being carried out. 


The procedures will be reviewed in the near 
future. 


Initial estimates made at the inception of a pro- 
ject (.e., before manuscript or relevant informa- 
tion is available) are sometimes inaccurate and 
costs of the final project may on occasion exceed 
the anticipated amount. Nevertheless, the Public 
Relations Branch has invariably sought client- 
branch approval of the final cost (as determined 
by the Department of Supply and Services or the 
advertising agency) before proceeding with the 
project. This practice has been incorporated into 
the Policy on Commitments. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


Procedures for advertising and printing con- 
tracts and for supplier follow-up, contract let- 
ting procedures, supplier delivery follow-up 
and invoicing should be turned over to Mate- 
riel Management section personnel of Finan- 
cial Services Division. Technical matters in 
finalizing contracts should remain the respon- 
sibility of Public Relations. 


CONTROL OF REVENUES AND 
ACCOUNTS RECEIVABLE 


¢ The provinces make compensation payments 
to Federal civil servants under the Govern- 
ment Employees Compensation Act. The 
provinces recover these payments and associ- 
ated administrative charges from the Depart- 
ment of Labour. The Department of Labour 
does not charge departments for compensa- 
tion payments made to their employees. 


The Department should assess, wherever 
practical, other departments for their share of 
actual compensation paid out. 


The feasibility should be examined of assess- 
ing all Crown corporations on a percentage of 
payroll basis to eliminate lengthy delays in 
compiling information for billing them for 
actual compensation payments under the 
Government Employees Compensation Act. 
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DEPARTMENTAL COMMENTS 


This recommendation will be examined in light 
of the Department’s organizational review. 


This has been considered from time to time but 
so far it has not been thought feasible. Apart 
from the unpredictable and widely-variable na- 
ture of the costs, the geographical and occupa- 
tional distribution of staff as well as the degree 
of risk appropriate to each department and the 
substantial differences in monetary benefits 
across the country combine to make assessments 
for this purpose very complicated. The amount 
of detailed record-keeping, preparation of state- 
ments of disbursements and so on would make 
this a fairly costly procedure with no apparent 
advantage. 

This could be done whether or not the recom- 
mendation immediately above is carried out 
because there are only a few of them and they 
are in pretty much the same position as indus- 
tries directly subject to provincial legislation in 
this field. Whether by way of “‘assessment’’ or 
by “‘recovery”’ there does not seem to be any 
particular advantage. Both systems are in fact 
used in provinces and up till now these agencies 
have, in effect, been given a choice, though the 
Department has a preference for the assessment 
method. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Similarly, the Department should review the 
feasibility of adjusting assessment rates to 
provide for recovery of its own directly identi- 
fiable costs incurred in administering the 
Government Employees Compensation Act. 


¢ Steps should be taken to eliminate duplication 
of effort in keeping revenue register records 
on assessments to Crown corporations. 


¢ An aged listing of amounts receivable from 
Crown corporations should be prepared peri- 
odically with one copy going to the head of 
the Accident Prevention and Compensation 
Branch and one copy to Financial Services 
Division to ensure timely collection. Totals 
should be kept by Crown corporations. 


¢ Revenues should be recognized in the Depart- 
ment’s main accounting system when they are 
billed and not only when cash is received. 


ESTIMATES PRESENTATION 


¢ The Main Estimates show the net amount of 
statutory compensation payments to federal 
public service employees after deducting re- 
coveries made through chargebacks to certain 
Crown corporations. 


The Department should review the appropri- 
ateness of the present format of the Estimates 
and discuss changes in it with Treasury Board 
with a view to showing the gross amounts 
payable under the Government Employees 
Compensation Act. 


CONTROL OVER FIXED ASSETS 

¢ A departmental policy paper should be pre- 
pared instructing all branch personnel to re- 
view periodically (1.e., quarterly) their assets 
usage and to turn over any surplus to the cen- 
tral pool. Materiel Management personnel 
should review assets usage with branch 
authorities. 

¢ The Department’s policy is to cyclically count 
fixed assets over a three-year period. No count 
was made during the past year. Physical count 
of fixed assets should be resumed. 

¢ Fixed asset shortages and requests for ap- 
proval to write off should be brought to the 
attention of the Deputy Minister as soon as 
they are discovered. 
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DEPARTMENTAL COMMENTS 


The review of assessment rates is a continuing 
task at the present time. These rates cover: (1) 
claims cost paid; (2) administration costs 
charged by WCB; and (3) provisions for pen- 
sions. The average cost for the Division is ap- 
proximately $7.00 per claim per year. Consider- 
ation will be given, however, for total cost 
recovery. 


Now that satisfactory statements are being reg- 
ularly provided by DSS this revenue register can 
be discontinued. 

Further study is needed on the subject, but we 
agree in principle. 


Agreed. 


There is no problem in giving the gross amounts 
rather than the net amounts since the former is 
calculated initially. However, due to yearly fluc- 
tuations in the amounts, a narrative would then 
be required. 


Agreed. 


Agreed. 


Agreed. 


OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 

¢ Steps should be taken to provide for an an- 
nual internal financial audit using a cyclical 
approach which would give coverage of all 
systems, say every three years, and which 
would permit an in-depth review in all areas. 

¢ The internal audit and program evaluation 
functions should report to a senior executive 
other than the senior financial officer. 


¢ The Department should utilize the services of 
the Audit Services Bureau rather than create 
an internal group, at least until some experi- 
ence is gained in requirements for an effective 
audit. This approach would also be less 
expensive. 


PROGRAM FORECAST PROCEDURES 


¢ The annual program forecast submission 1s 
not discussed at senior executive committee 
meetings and the responsibility for approving 
it rests with the Director, Financial and Man- 
agement Services Branch. 


The senior executive committee should take a 
more active interest in the program forecast 
submissions and should devote more time to it 
in its meetings. 

¢ Little guidance on priorities and expenditure 
levels is given to the Director, Financial and 
Management Services Branch to assist him in 
his responsibility for preparing the program 
forecasts submitted to Treasury Board. 


Priorities and expenditure levels should be 
established by senior executive, documented 
in minutes of meetings and communicated 
before branches are requested to begin prepa- 
ration of their budgets. 


MAIN ESTIMATES PROCEDURES 


¢ Main Estimates submissions to Parliament 
should be updated by departmental personnel 
to reflect changes in plans since preparation 
of the program forecast and so that amounts 
in the Main Estimates and in the internal re- 
sponsibility centre budgets are in agreement. 


¢ Salary expenditures shown in the Main Esti- 
mates are based on authorized man-years. 
Some will be used up by actual staff strenth 
while part will be used to hire casual labour. 


DEPARTMENTAL COMMENTS 


These proposals are being examined in light of 
the organizational review. It must be pointed 
out, however, that services provided so far to our 
Department by the Audit Services Bureau could 
stand improvement. 


The responsibilities of the senior management 
group are now under review but the principle is 
agreed. 


The results of the current organizational review 
should be awaited but the principle is agreed. 


Agreed. Procedures to be set up in the light of 
forthcoming changes. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


A review should be made of the Department’s 
practices with respect to hiring casual labour 
and of problems in hiring additional perma- 
nent staff to ensure that managers do not use 
casual labour to meet manpower needs which 
should be filled by permanent staff. 

¢ When internal operating budgets are pre- 
pared from the Main Estimates, each branch 
should be given only that amount that is likely 
to be spent in the year. Any additional 
amounts required by any branch should be 
considered on a case-by-case basis by the Dep- 
uty Minister and his senior financial officer. 


INTERNAL BUDGETARY CONTROL 
PROCEDURES 


¢ The senior financial officer’s findings and con- 
clusions as a result of his monitoring of the 
Department’s expenditures should be commu- 
nicated to the senior executive committee and 
should be followed by written reports to 
branch directors together with decisions taken 
by the senior executive committee. 


¢ Branch directors should be briefed once or 
twice a year on the use of the budgets and 
financial reports generated for them. In this 
way they may be able to provide Financial 
Services Division personnel with feedback 
information to improve those reports. 


¢ Units of output or work done should be iden- 
tified and related to expenditures. A number 
of output measures have been identified al- 
ready in the Employment Standards Program. 
These should be planned for the coming year 
to permit better budgetary control over ex- 
penditures as actual results become known. 


¢ Administrative officers in the branches are not 
able to analyse financial information and pro- 
duce variance analysis for operating 
managers. 


Administrative officers should be given some 
in-depth training on how to analyse financial 
reports and to compare actual to budgeted 
expenditures. 


DEPARTMENTAL COMMENTS 


Departmental practices in this area are con- 
stantly reviewed so as to limit as much as possi- 
ble the use of casuals. Replacements for condi- 
tional appointees (language training) also ac- 
count for a good proportion of casuals. 


Starting with the present fiscal year, Branch op- 
erating budgets reflect the commitments that 
have been or are likely to be made. 


The role of this Committee is now being re- 
viewed, but the principle is agreed. 


Agreed and begun. 


Subject to the proposals concerning orga- 
nizational changes. 


Agreed and begun. (Also see the departmental 
comment on the second recommendation under 
‘‘Assignment of Financial Authorities under the 
FAA”’). 
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OBSERVATIONS AND 
RECOMMENDATIONS 


CASH FORECASTING AND 
COMMITMENT CONTROL 


* A commitment control reporting system 
should be designed and implemented on a 
memorandum basis and consideration should 
be given as to what types of expenditures need 
to be reported in such a system. 


¢ Administrative officers should provide Finan- 
cial Services Division with details on out- 
standing commitments and assist it in updat- 
ing records on a monthly basis. 


¢ Reports for branch directors should be pre- 
pared as extensions of their monthly expendi- 
ture reports bearing in mind that the primary 
purpose of commitment accounting is cash 
control. 


FINANCIAL REPORTING 


¢ Financial personnel should meet DSS repre- 
sentatives to determine DSS capabilities for 
producing the management reports required 
by the Department and to establish properly 
whether any of the development and operat- 
ing costs of the new internal system could be 
reduced by making better use of the DSS sys- 
tem. Analyses and conclusions as a result of 
that review should be documented. 

¢ Branch personnel including directors are not 
using most of the reports produced in the 
Department’s Cost Reporting System. 


The structure, format and volume of all state- 
ments being produced by the Cost Reporting 
System should be modified to make monthly 
reports useful to all operating managers. 


¢ Periodic sessions should be organized for 
branch management personnel to assist in 
making better use of management statements. 


¢ Salary costs in the Cost Reporting System are 
based on average salaries and are generally 
understated compared to actual salaries paid. 


Financial officers should begin immediately to 
analyse past salary expenditure differences to 
determine what alterations must be made to 
the system to improve accuracy and to ensure 
that managers are informed about costs of all 
resources they use. 
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DEPARTMENTAL COMMENTS 


A policy on commitments is now in effect re- 
quiring the maintenance of records on all com- 
mitments. The policy calls for monthly reports 
to be prepared for Branch Directors and senior 
management showing’ expenditures and 
commitments. 


Policy has been established. 


Policy has been established. 


This review is under way. 


A review is now under way and some changes 
have already been made. 


Agreed. 


This review is now under way. 


OBSERVATIONS AND 
RECOMMENDATIONS 
The senior financial officer and his division 
chief should request periodically a copy of all 
monthly reconciliations to ensure that they 
are being prepared regularly and that errors 
are being corrected. 


There are two similar files on salary informa- 
tion, one in the Cost Reporting System and 
the other kept manually. 


The manual system of salary information 
should be discontinued. Time spent on it by 
one clerk could be used for other work. 


Common transaction input for both the De- 
partment’s own system and the DSS system 
should be developed and implemented. 


Management reports from the Department’s 
system are often received more than one 
month after the end of the month reported. 


Efforts to corrrect problems in processing 
statements and to produce them sooner should 
be documented periodically and should be 
reviewed by the Chief, Financial Services 
Division and by the senior financial officer. 


A 


DEPARTMENTAL COMMENTS 


This also has been implemented. 


We are reviewing the use of this information. 


We will review this proposal with DSS. 


Agreed and presently being carried out. 


DEPARTMENT OF MANPOWER AND IMMIGRATION 


Observations and Recommendations as at December 1974. 


Departmental Comments as at May 1975. 


The study only covered programs reporting to the Deputy Minister and therefore ex- 
cluded the operating expenditure of the following votes: 


Vote 25: Immigration Appeal Board 


Vote 30: Unemployment Insurance Commission 


OBSERVATIONS AND 
RECOMMENDATIONS 


DESIGNATED FINANCIAL OFFICER 

¢ A senior financial officer should be designated 
at the Assistant Deputy Minister level. This 
officer should have a strong financial back- 
ground and should be made a member of the 
senior management committee. 


FUNCTIONAL DIRECTION 

¢ Responsibilities for giving functional guid- 
ance and direction in financial matters should 
be defined and included in departmental fi- 
nancial manuals. 


FINANCIAL PERSONNEL 


¢ The classification level and numbers in the FI 
complement should be reviewed and revised 
as necessary with a view to obtaining staff 
with the qualifications necesary to provide 
improved financial management in_ the 
Department. 


ORGANIZATION 


¢ Funding requests for resources for the finan- 
cial function should be related to the planned 
organization and official organization charts 
should be prepared on the basis of positions 
covered by authorized man-years. 


DEPARTMENTAL COMMENTS 


The acting ADM Administration, a chartered 
accountant with a strong financial background 
has been designated as senior financial officer 
and a member of the senior management 
committee. 


The financial manual will include an outline of 
the overall duties of the senior financial officer 
in the four principal areas: budget preparation 
and control, accounting policy and systems, fi- 
nancial controls and authorities and accounting 
operations. Also included will be a description of 
the interrelationships among the various finan- 
cial units and program line management indi- 
cating direct or functional responsibilities. 


A review of FI classifications has revealed that 
certain positions appear to be classified at too 
low a level. Plans have been formulated and are 
being implemented to correct this situation and 
to create the required organizational structure 
for improved financial management. 


Additional resource requirements in terms of 
man-years and dollars will be identified for the 
financial function related to the planned organi- 
zation and official organization charts will be 
related to the approved authorized man-years. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ A reporting system on staffing activity should 
be developed for the financial function. 


STAFF TRAINING PROGRAMS 


¢ There are no well developed training pro- 
grams offered on the Department’s financial 
management and control systems. 


Resources should be allocated to plan and 
operate staff training programs in the finan- 
cial management area both at headquarters 
and in the regions. 


DELEGATION OF AUTHORITY 

¢ Delegation of authority for Section 25(1) of 
the Financial Administration Act has been 
given to only three people in the Department 
and authority under Section 26 and 27 has 
been given to the same personnel. 


The weaknesses in the area of delegation of 
authorities under Sections 25(1), 26 and 27 of 
the Financial Administration Act should be 
rectified. 


¢ A review procedure should be established to 
ensure the timely updating of delegation of 
authority documents and related sections of 
departmental manuals. 


PRE-AUDIT FUNCTION 

¢ The pre-audit procedures within the Depart- 
ment have not been effectively established and 
carried out. 


Appropriate pre-audit procedures should be 
established within the Department and docu- 
mented in financial manuals. 


INTERNAL ACCOUNTING CONTROLS 


¢ Accounting systems and procedures in use are 
not properly documented. 


The system of internal accounting controls 
should be fully documented in departmental 
financial manuals. 


DEPARTMENTAL COMMENTS 


A reporting system will be developed to ensure 
timely communication between staffing officers 
and line management in the financial functions. 


Staff training programs for management and 
administrative support personnel will be devel- 
oped by September 1976. 


The format of the Delegation Instruments for 
financial signing authorities has been completely 
revised and the delegation of authorities is in the 
process of revision to reflect improved principles 
of delegation. 

A review procedure is being established and will 
be covered in the departmental manuals. 


Appropriate procedures are in the process of 
being established and will be implemented and 
fully covered in the departmental manuals in 
LOTS. 


The Departmental Accounting Manual will be 
completely revised to fully document all systems, 
procedures and internal controls required to 
properly maintain the accounts of the 
Department. 


DEAT) 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The methods of document control in use in 
the Department do not ensure that individual 
transactions are recorded on a timely basis. 
This could be accomplished by establishing 
suitable batch control procedures. In addition, 
invalid entry adjustments which can occur 
through coding errors should be processed on 
a more regular basis. 


REVENUE AND ACCOUNTS RECEIVABLE 


e Procedures and controls should be established 
for the origination, recording, collection and 
deletion of accounts receivable for all pro- 
grams and should be fully documented in the 
departmental financial manuals. 


The circumstances which gave rise to over- 
payments — particularly in the Canada Man- 
power Training Programs — should be recti- 
fied to eliminate or substantially reduce the 
number of accounts which must be dealt with 
in this regard. 


The procedures in the revenue area should be 
revised to reduce the administrative costs of 
revenue collection. 


INTERNAL AUDIT 


¢ Responsibility for some of the internal audit 
arrangements rests with program managers 
while others are co-ordinated by the depart- 
mental Management Review and _ Im- 
provement Bureau. 


Responsibility should be delegated to the 
Management Review and Improvement 
Bureau for the co-ordination of all Audit Ser- 
vices Bureau audits, for the departmental re- 
view of their findings and for reporting to the 
Deputy Minister on major audit observations, 
trends and weaknesses. 


¢ All internal audit programs and procedures 
should be revised and reviewed in consulta- 
tion with Audit Services Bureau, placing more 
emphasis on the conduct of the audits on sys- 
tems evaluation and improvement 
recommendations. 


¢ The scope of the audits should be reviewed to 
reduce costs and utilize the savings to imple- 
ment improvements in basic systems and pro- 
cedures controls. 


DEPARTMENTAL COMMENTS 


A complete review of these procedures has been 
initiated. Batch control or sequential numbering 
methods to ensure timely recording will be im- 
plemented. Invalid entry errors will be adjusted 
on a more timely basis. 


The operations and procedures related to ac- 
counts receivable and revenue control are under 
extensive review by the Department and major 
changes and improvements will be made. 


Responsibility for all audit arrangements has 
been delegated to the Management Review and 
Improvement Bureau. 


Audit programs and procedures are being devel- 
oped along the lines recommended. 


The scope of all audits will be reviewed to 
achieve optimum coverage consistent with qual- 
ity and cost considerations. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


PROGRAM ACTIVITY STRUCTURE 


¢ The Development and Utilization of Man- 
power program appropriation under Vote 5 
represents a significant portion of total de- 
partmental expenditures. 


An expanded activity structure should be es- _A new activity structure has been established for 
tablished in the Development and Utilization the 1976-77 program year. 

of Manpower Program to provide more useful 

information for the assessment of these activ- 

ities and their contribution to manpower pro- 

gram objectives. 


PROGRAM FORECASTS AND MAIN 
ESTIMATES PROCEDURES 


¢ A continuous system of financial planning 
should be developed and integrated with a 
similar operations planning system to provide 
senior management with improved decision- 
making information. 


There should be increased participation of | The roles of financial officers and program of- 

senior financial officers in the Program Fore- _ficers are under review and financial planning 

casts and Estimates procedures. activities and capabilities are being developed to 
meet the recommendations. 


BUDGETARY CONTROL PROCEDURES 


¢ Procedures followed in the Department in 
comparing operating results with budgeted 
expenditures do not result in effective finan- 
cial analysis of variances from the plans re- 
flected in the budgets. 


Improved budget variance analysis proce- Improved budget variance analysis procedures 
dures should be developed at various levels of | and reports will be developed and implemented 
management responsibility throughout the _ by April 1976. 

Department. 


COMMITMENT CONTROL PROCEDURES 
¢ The system for the keeping of commitment 
records on a uniform basis throughout the 
Department should be established and 


documented. 
Departmental policies on the issuance of blan- All matters relating to commitment certificates 
ket commitment certificates should be revised. and records are under review and procedures 


will be implemented early in 1976. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


OPERATIONAL PERFORMANCE 
MEASUREMENT SYSTEM 


¢ The application of operational performance 
measurement system concepts is in the devel- 
opmental stage within the Department. The 
concept has been applied nationally in the 
early stages; however, an in-depth pilot study 
at a limited number of locations should be 
initiated to develop an effective Operational 
Performance Measurement System on a basis 
that is integrated with the financial reporting 
system. 


FINANCIAL REPORTING 


¢ The information contained in the reports pre- 
pared from the various reporting systems is 
not obtained from the same data base. The 
reports are not prepared as part of a control- 
led reporting system integrated where appro- 
priate. Consequently the comparability of the 
data on the reports is not assured. 


The Department’s basic reporting systems 
should be integrated where appropriate to 
make these reports more useful management 
tools. 


DEPARTMENTAL RELATIONSHIPS WITH 
DEPARTMENT OF SUPPLY AND 
SERVICES 


¢ The relative responsibilities and relationships 
with the Department of Supply and Services 
are not well defined or understood. 


There should be a written agreement with the 
Department of Supply and Services covering 
the services to be provided by the Department 
of Supply and Services together with the re- 
spective responsibilities of the Department 
and the central agency. 


A complete review of the use of the services of 
the Department of Supply and Services should 
be undertaken to establish more effective pro- 
cedures in the processing of expenditures and 
the preparation of financial reports. 


DEPARTMENTAL COMMENTS 


Steps have been taken to ensure appropriate 
financial/operational participation in the devel- 
opment of a satisfactory operational perform- 
ance measurement system as recommended. 
However, it is felt that acceptance of the pilot 
study approach may be premature at this time. 
A solution will be developed and implemented 
which will include a pilot study as recommended 
if found to be appropriate upon further 
consideration. 


A major review of user needs and systems re- 
quired to provide base data information and 
integrated reports will be undertaken with par- 
ticipation by all functions. 


The Department is taking steps to identify and 
firmly establish the respective responsibilities of 
the Department of Supply and Services and the 
Department and will take all possible steps to 
improve the use of the services of the Depart- 
ment of Supply and Services. 
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DEPARTMENT OF NATIONAL DEFENCE 


Observations and Recommendations as at July 15, 1975. 
Departmental Comments as at August 1975. 


Our review was based on all segments of the Department reporting through the Deputy 
Minister and the Chief of the Defence Staff. Thus, it specifically excluded the Defence 
Research Board, Defence Construction (1951) Limited and all non-public funds operations 
of the Department. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


ORGANIZATION 


¢ At the present time the Chief Financial Ser- 
vices, not the ADM (Finance), has been des- 
ignated as the senior officer responsible for 
departmental systems of financial administra- 
tion because the Director General Audit re- 
ports directly to the ADM (Finance). How- 
ever, when the Department’s audit committee 
is formed, the spirit of the Treasury Board 
Guideline will be better followed if the ADM 
(Finance) is designated the senior officer re- 
sponsible. Then the Director General Audit 
will be reporting to an independent group. 

¢ The ADM (Finance) and the Chief Financial 
Services and their supporting headquarters 
financial staffs each have a financial services 
and a financial control role to play in the De- 
partment. These roles cannot always be played 
simultaneously. 


The ADM (Finance) should be designated as Agreed. The Audit Committee has been estab- 

the senior officer responsible for departmental _ lished and will provide independent direction to 

systems of financial administration. the Director General Audit, consistent with the 
spirit of the Treasury Board Guideline. 


The headquarters financial group should have Agreed. The reorganization required is not ma- 
a person whose sole responsibility is toensure jor and should be completed prior to the end of 
that adequate internal control systems exist the current fiscal year. 

and, where they do not, to develop new ones. 

The maintenance of the financial manual de- 

scribed later in this report should also be his 

responsibility. This person should report di- 

rectly to the Chief Financial Services. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


FUNCTIONAL REPORTING OF 
FINANCIAL OFFICERS 


¢ To ensure that financial responsibilities are 
being properly exercised: 


(a) a senior financial officer within the ADM 
(Finance) organization should provide 
functional direction to Command comptrol- 
lers and financial officers in headquarters 
positions outside the ADM (Finance) orga- 
nization; and 


(b) Command comptrollers with limited fi- 
nancial training should receive specific fi- 
nancial training, including a period of ori- 
entation in the ADM (Finance) organi- 
zation before assuming their duties. 


FINANCIAL MANUAL 


¢ The departmental financial manual should be 
completed as soon as possible and procedures 
developed to ensure that the manual, once is- 
sued, is kept up to date. The person in the 
headquarters financial group with responsibil- 
ity for internal control systems described ear- 
lier in this report should maintain this 
manual. 


RESPONSIBILITY ACCOUNTING 


¢ Seventy-five per cent of departmental operat- 
ing funds are controlled centrally while the 
remaining 25% are delegated to Commands, 
Bases and other operating units for control 
purposes. Of this 25%, only a small propor- 
tion is truly controllable by the local responsi- 
bility centre managers. 


Budgetary control responsibility should be 
assigned to responsibility centre managers 
only for activities over which they have direct 
operating control. The number of responsibil- 
ity centres should be reduced to eliminate 
those where no operating control actually 
exists. 


PERSONNEL SUPPORT PROGRAMS 
(NON-PUBLIC FUNDS) 


¢ Various personnel support programs are oper- 
ated on behalf of military personnel at DND 
locations, including: 


(a) Canex retail outlets; 


(b) Messes and institutes; and 


DEPARTMENTAL COMMENTS 


Agreed. The new Departmental Financial Man- 
ual, on which work has been proceeding over 
the last year, will be issued shortly and should 
significantly improve communications. 


Agreed. The Department will make the neces- 
sary arrangements. 


Agreed. The Financial Manual is being com- 
pleted on schedule and will be issued later this 
year. The responsibility of insuring that the 
manual is kept up to date will be assigned to a 
specific individual as part of the reorganization 
referred to above. 


Agreed. It should be emphasized, however, that 
disbursement control will continue to be decen- 
tralized with responsibility for enforcing econ- 
omy in expenditures being exercised at the low- 
est possible level. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


(c) physical education and recreation facilities. 

¢ The Control and administration of non-public 
funds, facilities and programs vests immedi- 
ately with the commander of the unit and ulti- 
mately with the Chief of Defence Staff. The 
funds receive some public subsidy in the form 
of departmental manpower resources and di- 
rect funding. 


Two steps are necessary to ensure that non- 
public funds responsibilities can be properly 
exercised without interfering with public 
funds responsibilities: 


(a) adequate well-trained financial staffs should 
be made available to departmental manag- 
ers with non-public funds responsibilities; 
and 


(b) financial audits of all non-public funds 
should be performed by properly trained 
auditors at least annually. 


FINANCIAL SIGNING AUTHORITIES 


¢ Delegation of financial signing authorities is 
documented as follows: 


(a) through documents signed by the Minister 
and the Deputy Minister; and 


(b) through numerous sections of various pub- 
lications imposing limits on the exercise of 
spending authority. 

¢ A document which includes all facets of dele- 

gated authorities has been prepared but not 
yet issued. 

¢ Revisions to the delegation of financial sig- 

ning authorities should be issued to include in 
one comprehensive document the following: 


(a) a statement that spending authority should 
generally be exercised by operating manag- 
ers and payment authority by financial 
officers and that spending and payment au- 
thorities on a particular transaction should 
always be exercised by different persons; 
and 


(b) both spending and payment authority lim- 
its according to military rank or equivalent 
civilian position. 


DEPARTMENTAL COMMENTS 


Agreed. A policy decision is required as to the 
extent of additional public support to be 
provided. 


Agreed. As noted in the observation, a document 
covering all the recommendations has been pre- 
pared and will be issued in October 1975. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


PRE-AUDIT PROCEDURES 


¢ The application of pre-audit procedures does 
not include a check of signatures affixing 
spending authority, an edit of financial coding 
or the batching of documents forwarded to the 
Department of Supply and Services for che- 
que issue. A document defining steps to be 
followed by pre-audit clerks is under revision. 


Pre-audit procedures performed before for- 
warding cheque requisitions to the Depart- 
ment of Supply and Services for payment 
should be enforced through the use of a block 
stamp to ensure that all appropriate steps are 
followed. 


REVENUE AND ACCOUNTS RECEIVABLE 
CONTROL 


All invoices should be accounted for in the 
accounts receivable subsidiary ledger and an 
independent control account should be main- 
tained over accounts receivable balances ad- 
ministered by NDHQ. 


PHYSICAL CONTROL OF INVENTORIES 


¢ Departmental policy is to verify quantities 
maintained on perpetual inventory records by 
physical count of all stock classes at least once 
every three years. Over the last year or so, 
perpetual records previously maintained by 
supply depots and base supply locations have 
been converted to the revised Canadian 
Forces Supply System (CFSS). Physical 
counts were not made coincident with the in- 
troduction of the CFSS and certain supply 
locations have not yet developed a plan for 
continuing physical counts. 


The Chief Supply, through liaison with Depot 
Commanding Officers and Command and 
Base Supply Officers, should ensure that all 
supply locations, in conformity with depart- 
mental policy, develop and execute on a 
timely basis a plan to count physically at least 
once every three years all stock classes under 
their control. 


ACCOUNTING FOR INVENTORIES 


¢ There are three types of inventory items as 
follows: 


(a) equipment and vehicles; 


DEPARTMENTAL COMMENTS 


Agreed. The document referred to in the obser- 
vations is being rewritten and will be issued in 
January 1976. A block stamp of the type refer- 
red to is now used in some of the larger supply 
depots and its use will be extended. 


Agreed. The independent control account is 
being established. 


Agreed. Commands, Bases and Depots have 
been instructed to do this. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


(b) repair parts and reserve stocks; and 


(c) consumable supplies. 

¢ Inventory levels and usage of the first two 
types are dicated by military requirements but 
usage of the third type can be controlled by 
responsibility centre managers. 

* Program Forecasts, Main Estimates, operat- 
ing budgets and the Public Accounts of Can- 
ada disclose only budgeted and actual supply 
purchases, not supply utilization. As well, sup- 
ply items nationally stocked are drawn from 
stores free of charge by the user but items 
procured locally must be paid for by supply 
officers’ locally managed funds. 


Annual Main Estimates and the report of de- 
partmental expenditures should disclose sepa- 
rately anticipated and actual changes in levels 
of inventory for classes of inventory where it 
is possible. 


The data provided by the Canadian Forces 
Supply System should be used to charge ulti- 
mate users for items over which the users have 
some degree of control, no matter what the 
source of original procurement. 


INTERNAL AUDIT 


¢ Base Comptrollers’ internal audit sections 
should be strengthened, both in numbers and 
in rank. A military officer or civilian equiv- 
alent should be appointed to a full time chief 
internal audit position at each base, except 
where the base is too small to justify a full- 
time position. Smaller bases, stations, ships 
and other locations should be grouped appro- 
priately so that all are covered by internal 
audit sections under the control of an officer 
with full-time internal audit responsibilities. 

¢ The Director General Audit has developed a 
plan for improving the internal audit func- 
tion. Steps should be taken to expedite the 
implementation of: 


(a) an integrated plan to maximize the effec- 
tiveness and minimize the duplication of 
effort among the various levels of internal 
audit; 


(b) a formal training program for Base Comp- 
trollers’ internal auditors; and 
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DEPARTMENTAL COMMENTS 


Agreed, in principle. The Department will inves- 
tigate the practicality of the recommendation, in 
consultation with the Treasury Board. 


Agreed, in principle. The proposal will be 
studied. 


Agreed, in principle. The proposal will be stud- 
ied but current man-year restrictions may make 
it difficult to take the action recommended. 


Agreed. The work already under way will be 
accelerated to the extent possible in the light of 
current man-year restrictions. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(c) an audit manual, including detailed audit 
programs, for use by all Base Comptrollers’ 
internal audit sections. 


CO-ORDINATION OF PLANNING 
FUNCTIONS 


¢ Both the long-range planning function and 
Program Forecast preparation are the respon- 
sibility of the ADM (Policy) group while 
Main Estimates preparation is the responsibil- 
ity of the ADM (Finance) group. 


The ADM (Finance) organization should as- 
semble information similar to the Main Esti- 
mates relating to the first year of Program 
Forecasts. This information should be com- 
pared with the long-range plan and, where 
appropriate, adjustments made before prepar- 
ing the annual Program Forecast submission. 


DETAILED MANAGEMENT BUDGETS 
AND FUNDS ALLOCATION 


¢ Responsibility centre budget submissions 
should be zero-based (i.e. include a justifica- 
tion for all activities, both new and recurring, 
including their costs ). 

These budget submissions should include real- 
istic cost estimates based on inflation factors 
agreed to by both headquarters and the local 
responsibility centre managers. 


¢ When budget submissions must be reduced, 
senior management should indicate activity 
level reductions to responsibility centre man- 
agers who should resubmit their budgets ba- 
sed on these reduced activity levels. This cycle 
should be repeated until an acceptable spend- 
ing level is achieved. 

¢ Efforts should be intensified to identify, at the 
earliest possible date, necessary reallocations 
of funds so they can be made on a timely 
basis. 


OPERATIONAL PERFORMANCE | 
MEASUREMENT SYSTEMS (OPMS) 


¢ Efforts in the development of a Performance 
Measurement System should be continued. 

¢ The reporting of the Performance Measure- 
ment Systems effectiveness and efficiency 
measures should be integrated with the main 
responsibility centre financial reporting 
system. 


DEPARTMENTAL COMMENTS 


Agreed, in principle. The Department will un- 
dertake a study to assess the practicability of the 
proposal. 


Agreed, in principle. The Department will study 
the practicability and cost effectiveness of intro- 
ducing a zero-based budgeting system. 


Agreed. Instructions respecting the preparation 
of Estimates for 1976-77 deal with inflation fac- 
tors in the manner recommended. 


Agreed, in principle. Sufficient time may not 
always be available to permit the processes de- 
scribed to be completed. 


Agreed. The Department will study methods of 
improving existing procedures. 


Agreed. Results achieved to date have been 
promising. 

Agreed, in principle. Further study is required 
but the Department is confident that the systems 
will be integrated in due course. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


COMMITMENT RECORDS 


¢ Commitment records are maintained for ma- 
jor headquarters controlled expenditures such 
as military and civilian payrolls. However, no 
formal commitment records system exists for 
funds controlled through the Resource Man- 
agement System, although a draft of a direc- 
tive, relating to this, has been prepared. 


The draft directive relating to commitment The Directive has been finalized and issued. 
records should be finalized and issued to en- 

sure that commitment records are maintained 

by all responsibility centre managers. 


FINANCIAL REPORTING 


¢ Financial Information System reports pertain- 
ing to locally-funded expenditures form only a 
limited portion of the Department’s Resource 
Management System. A significant misunder- 
standing exists between senior financial man- 
agement and the Responsibility Centre man- 
agers as to the intent and use of these reports. 


The Resource Management System pertaining Agreed. The Financial Information System is 
to locally-funded expenditures should be re- __ being continually improved and further changes 
vised. Particular attention should be given to are planned for 1976-77. A user’s manual writ- 
making information more timely and to im- _ ten for non-accountants will be distributed in 
proving the communication of the system’s the 1976-77 fiscal year. 

objectives, as well as ensuring that responsi- 

bility is related to control as described in the 

Responsibility Accounting section of this re- 

port. An explanation of the Resource Manage- 

ment System should be given in a user’s man- 

ual written for non-accountants. The use of 

the various reports should be explained in this 

manual. 
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REVENUE CANADA — 


CUSTOMS AND EXCISE 


Observations and Recommendations as at January 1975. 


Departmental Comments as at June 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ROLE OF FINANCIAL MANAGEMENT 


¢ The Management Committee should clearly 
define the role of financial management in the 
Department so as to: eliminate duplication 
and uncertainties in the interpretation of the 
responsibilities of headquarters and branch 
financial officers and provide headquarters 
financial officers with the authority, responsi- 
bility and staff resources to ensure implemen- 
tation of financial policies. In order to place 
greater importance on the financial function, 
the Department might realign service 
branches to permit the ADM responsible for 
finance to devote a more significant amount of 
his time to this area. 


¢ Branch financial officers report through an- 
other responsibility level to their respective 
activity head and are not generally members 
of their respective management committees. 


Financial officers should report direct to the 
operating managers they support. 


¢ The financial function in the Department is 
grouped organizationally with management 
or administrative services. There is little or no 
connection between financial and planning 
functions. Financial officers are sometimes not 
aware of imminent operational plans. Opera- 
tional plans are sometimes formulated with- 
out an appraisal of their financial impact by 
financial officers. 


The responsibility for financial management 
and planning should be grouped. 
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DEPARTMENTAL COMMENTS 


The Department is in the process of defining the 
roles and responsibilities of financial officers and 
expects to have this completed by August 1, 
1975. Appropriate authority, responsibility and 
resources will be provided to headquarters’ fi- 
nancial officers consistent with their designated 
role. Following the role definition, the organi- 
zation structure and the development of finan- 
cial officers at the corporate level will be re- 
viewed and strengthened as necessary to allow 
them to discharge their responsibilities. 


The Department recognizes the principle that 
financial officers should report direct to their 
operating managers. 


The need for a close relationship between fi- 
nancial management and planning will be taken 
into account in the organizational planning for 
the financial function. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FUNCTIONAL RELATIONSHIPS 


¢ The Department should define and document 
functional lines of authority and state the re- 
sponsibilities of the leaders within the finan- 
cial function. 


STAFFING OF THE FINANCIAL 

FUNCTION 

¢ The Department has experienced difficulty in 
hiring staff with the desired qualifications to 
fill vacant positions. 


The Department should reorganize and re- 
define responsibilities so: 


— senior financial officers recognize their full 
responsibilities and are appropriately clas- 
sified; and 


— there is a career pattern for financial officers 
within the Department. 


¢ It was noted that position descriptions are of- 
ten written for job classification rather than 
for financial management purposes. 


Job descriptions should be redrawn to de- 
scribe more closely the functions required and 
personnel should be measured against the re- 
drawn descriptions. 


¢ The Department has no policy on training for 
financial staff and no in-house training and 
professional development program. Financial 
staff attend Public Service Commission and 
similar professional development courses on 
an ad hoc basis. The intention of the Financial 
Administration Division is to develop the nec- 
essary variety of skills, but there is no formal 
plan to achieve this goal. 


There should be greater effort on training and 
career development programs for financial 
personnel. 


DEPARTMENTAL COMMENTS 


Simultaneous with defining the roles and re- 
sponsibilities of financial officers, the Depart- 
ment will document the functional line of au- 
thority, stating the responsibilities of the leaders 
within the financial function. 


The responsibilities of senior financial officers, 
after their roles have been defined, will be docu- 
mented to ensure recognition of full responsibil- 
ities and proper classification. The orga- 
nizational structure will take into account the 
need for a career pattern for financial officers 
within the Department. 


In conjunction with the above, job descriptions 
will be revised where necessary, but the Depart- 
ment considers that functional guidance and re- 
sults are expected to go beyond the contents of 
job descriptions. 


The Department is in the process of formalizing 
its training and career development program for 
financial personnel. Staffing action is currently 
underway to fill the position that has been cre- 
ated in the Financial Administration Division to 
be responsible for developing and implementing 
this program. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


QUALITY OF COMMUNICATION OF 
FINANCIAL REQUIREMENTS 


¢ There is no effective financial manual. The 
previous manual has fallen into disuse and its 
replacement is still in various stages of draft- 
ing. To fill this void one of the operating 
branches has issued its own “temporary man- 
ual’? which has not been co-ordinated with 
Financial Administration Division. 


The Department’s financial manual should be 
completed in conformity with Treasury Board 
Guidelines using where applicable material 
and resources of the line branches. 


DOCUMENTATION OF REVENUE AND 
EXPENDITURE SYSTEMS 


¢ There should be comprehensive systems docu- 
mentation for the principal revenue and ex- 
penditure systems in force in the Department. 


SPECIAL SERVICE REVENUE AND 
ACCOUNTS RECEIVABLE 


¢ Control ports are responsible for the collec- 
tion of special service receivables. However, 
they do not always account for the numerical 
sequence of invoices issued by local ports and 
verify the cash received by the local port for 
special services to the subsequent bank de- 
posit. There is no accounting control over ac- 
counts receivable nor are they aged on a reg- 
ular basis. 


The numerical sequence of invoices should be 
independently accounted for by the control 
port. 


Control ports should be given the responsibil- 
ity to verify independently cash received at 
the local port level. 


Independent dollar control should be estab- 
lished over special service receivables. 


Monthly aged listings of outstanding special 
service billings should be prepared and re- 
viewed by management. 


DEPARTMENTAL COMMENTS 


The departmental financial manual will con- 
tinue to receive the highest priority within the 
financial function. All available resources will be 
utilized to ensure that it is completed as soon as 
possible and that it conforms to departmental 
and Treasury Board requirements. 


The departmental financial and operating man- 
uals will contain comprehensive systems docu- 
mentation for the major revenue and expendi- 
ture systems. 


Current instructions will be updated and their 
effectiveness reinforced to ensure provision of 
this control. 


Suitable instructions will be provided to give 
effect to this recommendation. 


While the Department is prepared to institute 
this control, its value as a managerial tool must 
be subject to review and experience. 


Monthly aged listings of all accounts receivable 
will be prepared during the current fiscal year. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


PRE-AUDIT 


¢ No record is maintained of errors corrected at 
the pre-audit level. The staffs responsible for 
the pre-audit function are not aware of and do 
not understand the electronic checks carried 
out by the Department of Supply and Services 
nor is the pre-audit group notified of the com- 
puter rejects of documents processed by them. 


The Department is considering changes in the 
present system to a sample pre-audit or a 
post-audit review. Without an evaluation of 
the existing system based on a proper docu- 
mentation of the system and an evaluation of 
the errors found in the process, a reduction in 
scope of pre-audit or change in methods could 
expose the Department to unwarranted 
payments. 


A record should be maintained of errors cor- 
rected. Persons responsible for supervising the 
pre-audit function should be informed of 
computer rejects in order to assess system 
weaknesses and to monitor the extent of the 
pre-audit function which should be continued 
in the future. 


PAYROLL 


¢ The responsibility for the preparation of pay- 
roll data and the updating of payroll records 
is a personnel function. Personnel officers are 
not financially oriented or trained and there is 
a lack of awareness of financial controls over 
payroll. 


Controls over payroll procedures should be 
established and promulgated. Responsibility 
for establishing and monitoring these controls 
should be assigned to financial officers. 


DELEGATION OF AUTHORITIES 


¢ There is a general lack of understanding of 
sections 26 and 27 of the Financial Adminis- 
tration Act among non-financial officers per- 
forming a financial function. As a result, of- 
ficers have signed under sections 26 and 27 
without knowing the full implication of their 
signature. 


DEPARTMENTAL COMMENTS 


Procedures will be instituted to ensure the main- 
tenance of error correction records and the feed- 
back of performance data, such as computer re- 
jects, in order to provide supervisors of the pre- 
audit function with the data necessary to moni- 
tor and control this function. 


A task force comprising financial and personnel 
Officers will review existing payroll procedures 
and ensure that any necessary controls are put in 
place. A further review will be made within six 
months of the adoption of any revised control 
procedures and responsibility for the various 
aspects of the payroll function will be reconsid- 
ered at that time. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


All departmental officers having delegated 
authority should receive through training ses- 
sions more detailed instructions on the objec- 
tives and principles of the delegation of au- 
thorities and account verification and ap- 
proval, as well as its implementation. 


WORKING CAPITAL ADVANCE 


¢ The direct responsibility for the Working 
Capital Advance rests with a non-financial 
officer. The individual is involved in pur- 
chases, sales, cash receipts and cash disburse- 
ments as well as the accounting for these 
transactions which is a weakness in internal 
control. 


There should be consistency of accounting 
treatment as regards all consumable invento- 
ries in the Department. Financial Administra- 
tion Division should participate in the annual 
stocktaking to ensure that procedures are ade- 
quate, physical quantities are in agreement 
with the perpetual records and that differ- 
ences, if any, are properly followed up. Finan- 
cial Administration Division should assume 
responsibility for the accounting and handling 
of cash receipts and disbursements if the De- 
partment continues to use the Working Capi- 
tal Advance. 


INTERNAL AUDIT 


¢ The internal financial audit function in the 
Department is the responsibility of three 
groups: Programme Management Evaluation, 
Excise Program Assessment and Customs In- 
ternal Audit, 


There is no mandatory communication 
between them and therefore there is a danger 
that their work will overlap or, more signifi- 
cantly, may be incomplete. 


The Department should reorganize the inter- 
nal financial audit, placing all audit functions 
in Programme Management Evaluation. 


DEPARTMENTAL COMMENTS 


The instructions pertaining to the delegation of 
signing authorities, including account verifica- 
tion and approval, have been revised to set out 
more clearly the objectives and principles in- 
volved. The implementation plan includes train- 
ing sessions for those officers with delegated 
financial signing authority. 


The Department is taking steps to establish fi- 
nancial control for departmental inventories. 
The procedures will include Financial Adminis- 
tration Division participation in the stocktaking 
and in the reconciliation of actual quantities to 
book records. The responsibility for maintaining 
the accounting records for the Working Capital 
Advance will be transferred to the Financial 
Administration Division. 


While the Department acknowledges the con- 
cern of the Auditor General in this regard, it 
cannot agree with the recommendation. How- 
ever, the Department recognizes the need for a 
more complete and comprehensive definition of 
the role, function and relationship of each unit 
and will take the necessary action to formulate 
the definition required to ensure a minimum of 
overlap, duplication and/or omission within the 
existing organizational structure. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The audit approach throughout the Depart- 
ment should be standardized as systems-based 
and should include the use of internal control 
evaluation questionnaires. 


PROGRAM FORECAST PROCEDURES 


¢ Senior management should define and make 
known the specific responsibilities at the 
branch and headquarters level on program 
forecasting including: the degree to which the 
Financial Administration Division is expected 
to participate in the strategic planning as- 
pects; the type and amounts of procedures and 
substantive guidance which Financial Admin- 
istration Division is to provide to branches 
and the degree to which Financial Adminis- 
tration Division will participate in the review 
function. 

¢ The responsibility should be given to Finan- 
cial Administration Division for critical eval- 
uation of program forecasts together with the 
authority to require branches to provide 
substantiation. 


¢ The branches should be required to document 
completely and indepth all program forecast 
procedures and practices including Output 
Performance Measurement Systems. This in- 
formation should be updated regularly and 
the complete system and subsequent changes 
should be submitted to Financial Administra- 
tion Division for approval. 


¢ Performance indicators, assumptions and base 
year should be reviewed and updated concur- 
rently with the documentation of Output Per- 
formance Measurement Systems. 


MAIN ESTIMATES 


¢ Financial Administration Division should 
provide all individuals (including branch 
staff) who are involved in the Main Estimates 
procedures with an appropriate amount of 
training in the area of government budgeting 
procedures, mechanics and timing. 

¢ Departmental policy should require all 
branches to ensure that their regional offices 
submit current costs when preparing Main 
Estimates submissions. 


DEPARTMENTAL COMMENTS 


The Department agrees with the nature of the 
recommendation. Programme Management 
Evaluation is fully responsible for the depart- 
mental financial audit and has been systems- 
based in its approach. Internal control evalua- 
tion questionnaires are now in use. 


In defining the roles and responsibilities of de- 
partmental financial officers as referred to in re- 
sponse to recommendations on the role of fi- 
nancial management, the Financial Administra- 
tion Division’s responsibility relative to the pro- 
gram forecast exercise will be set out. In addi- 
tion, the specific responsibilities of other Branch 
or corporate organizations concerning program 
forecasts will be defined and promulgated. 


The specific responsibilities of Financial Admin- 
istration Division for ‘the critical evaluation”’ 
of the various aspects of program forecast will 
be as defined by senior management. Financial 
Administration Division will be provided with 
appropriate authority necessary to carry out its 
responsibilities. 

Program forecast procedures, including Output 
Performance Measurement Systems, used within 
Branches will be completely documented. These 
procedures will be updated and will be reviewed 
by the Financial Administration Division to 
ensure compatibility with financial systems, 
budgeting and reporting requirements. 


Procedures will be adopted to ensure that per- 
formance indicators, assumptions and base year 
data are reviewed and updated on a regular 
basis. 


The training program referred to in response to 
the recommendation on the training of financial 
staff will include the training of financial and 
non-financial personnel involved in the Main 
Estimates. 


While the normal practice followed by the De- 
partment calls for updated Main Estimates sub- 
missions for all costs, this requirement will be 
formally specified in the budget instructions in- 
cluded in the financial manual. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


VARIANCE ANALYSES 


¢ Variance analyses are generally prepared at 
the branch activity level; however, these anal- 
yses have the following deficiencies: 


(a) narrative explanations have been superficial 
and have not fully explained significant 
variances. In certain instances, we were 
unable to relate the financial consequence 
of the narrative to the actual dollar vari- 
ance; and 


(b) attempts have not been made to relate vari- 
ances with differences between planned and 
used resources and changes in the levels of 
operational peformance. 


The Department should strengthen its vari- 
ance analysis reporting system, including spe- 
cifically: (a) a complete statement of system 
objectives as determined by senior manage- 
ment which should include reference to the 
system’s use in budgetary control and (b) 
measures to ensure that the system is properly 
implemented and maintained and that appro- 
priate explanations of variances are provided 
to senior management. 


FINANCIAL REPORTING 


¢ The Department should ensure that its finan- 
cial management statements provide man- 
year utilization data, commitment informa- 
tion and output statistics and that these state- 
ments correlate resource utilization to output. 


¢ Procedures and instructions should be devel- 
oped, documented and promulgated to ensure 
that computer statements and reports are veri- 
fied as to their accuracy. 


DEPARTMENTAL COMMENTS 


The Department is currently reviewing its vari- 
ance analysis procedures with a view to improv- 
ing the quality and usefulness of the informa- 
tion. Following the identification of senior man- 
agement’s information needs, the system will be 
designed, documented, implemented and main- 
tained in a manner that ensures that they receive 
appropriate variance explanations. 


Reviews of the financial reporting system will 
continue to be undertaken to ensure that it meets 
the needs of managers at all levels with respect 
to such matters as commitment or seasonal bud- 
get information. The further integration of man- 
year, Output Performance Measurement Sys- 
tems or other statistical data with the financial 
budgetary/expenditure information is included 
in the objectives and plans of the Department. 
This integration will be effected as the non-fi- 
nancial sub-systems become operational. 

The financial manual will include instructions 
on the verification of computer statements and 
financial reports. 
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DEPARTMENT OF NATIONAL REVENUE — TAXATION 


Observations as at December 1974. 
Departmental Comments as at May 1975. 


The study concentrated on head office which exercises central control over most depart- 
mental activities resulting in homogeneous procedures for budgeting, accounting and fi- 
nance in the district offices. Two of the twenty-eight district offices and the data centre were 
visited to confirm this. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


FUNCTIONAL DIRECTION 
¢ There is a certain amount of confusion as to — Efforts will be made to clarify the lines of re- 
who is responsible for providing functional sponsibility to eliminate any confusion that ex- 
direction on financial/accounting matters, ists in the field. 
particularly in the field units, where such di- 
rection to financial management has not been 
adequate. 
¢ The Financial Unit in the Management Con- Agreed. 
trols Division of the Operations Branch 
should be strengthened. It should also be 
given responsibility for controlling that 
Branch’s budget as well as providing func- 
tional direction to District Offices and the 
Data Centre on budgetary control, financial 
control of expenditures, accounting control 
procedures related to assets and liabilities and 
financial reporting matters. 
¢ The Finance Division of the Finance and _ Agreed. 
Administration Branch should provide simi- 
lar functional direction to the Financial Unit 
in the Management Controls Division of the 
Operations Branch through regularly sched- 
uled meetings and through the use of compre- 
hensive financial manuals. 
¢ The Finance Division of the Finance and _ Agreed. 
Administration Branch should also provide 
similar functional direction to all other Head 
Office Branches by supplying adviser/analysts 
as required and through the use of compre- 
hensive financial manuals. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


PERFORMANCE REVIEW OF PERSONNEL 
CARRYING OUT FINANCIAL FUNCTIONS 


¢ The Finance Division of the Finance and 
Administration Branch should participate in 
the appointment and performance review of 
personnel in the Financial Unit in the Man- 
agement Controls Division of the Operations 
Branch and of the Administrative Officers 
performing a financial management or con- 
trol function in other Head Office Branches. 

¢ The Financial Unit in the Management Con- 
trols Division of the Operations Branch 
should similarly participate with respect to 
personnel at the District Offices and Data 
Centre performing a financial management or 
control function. 


TRAINING OF FINANCIAL OFFICERS 


¢ Greater effort should be devoted to the indoc- 
trination and on-the-job training of personnel 
having financial responsibilities. 


QUALITY OF COMMUNICATION OF 
FINANCIAL REQUIREMENTS 


¢ Existing manuals are deficient in that they do 
not refer to variance reporting, monthly ac- 
cruals, calculation of projected expenditures 
for the balance of the fiscal year as well as 
other areas outlined in the Treasury Board 
Guide on Financial Administration. 


ASSIGNMENT OF FINANCIAL 
AUTHORITY 


¢ The delegation of financial signing authorities 
does not distinguish between payment and 
spending authority. The Treasury Board in its 
report of September 5, 1974, recommended 
that this be corrected as well as other defi- 
ciencies in the present method of delegating 
financial authorities. 


EXPENDITURE CONTROL POLICIES AND 
PROCEDURES 


¢ The procedures related to the processing of 
travel claims would be accelerated if the audit 
function was limited to a test basis and at the 
Same time greater use should be made of re- 
gional Department of Supply and Services 
offices with respect to the payment of such 
claims. 


DEPARTMENTAL COMMENTS 


Agreed. 


Agreed. 


Training — agreed and already started. 


Agreed — instructions now being reviewed. 


Agreed — now in hand. 


Agreed — procedures are now under review. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


ACCOUNTING CONTROL PROCEDURES 
RELATED TO FIXED ASSETS 


¢ Major items of furniture should be included 
on the computer-generated lists of Fixed 
Assets. 

¢ Amounts spent on Fixed Assets, as recorded 
in the departmental accounts, should be rec- 
onciled annually with the current year dollar 
expenditures as shown on the computer-gen- 
erated lists. 

e Identification tags should be attached to all 
Fixed Assets items included on the computer- 
generated lists. 


INTERNAL AUDIT 


¢ The scope of the Management Audit Branch 
should be broadened to include an audit of 
expenditures and a review of financial 
controls. 


PROGRAM FORECASTS AND MAIN 
ESTIMATES 


¢ Continuing programs should be fully evalu- 
ated in the light of their effectiveness and 
efficiency as called for by departmental in- 
structions, having in mind: 


(a) that realistic priorities should be established 
between programs that are competing for 
the same resources; and 


(b) that such priorities should be communicated 
by senior management to responsibility 
centre managers when Treasury Board tar- 
gets are revised. 

* Co-ordination of workload planning, includ- 
ing revisions, should be improved among the 
functional directorates of the Operations 
Branch. 

* Co-ordination and communication between 
the Planning and Analysis Division of the 
Systems and Planning Branch and the Fi- 
nance Division of the Finance and Adminis- 
tration Branch should be improved with re- 
spect to the preparation of program forecasts 
and Main Estimates and their submission to 
the Treasury Board. 


DEPARTMENTAL COMMENTS 


Agreed. 


Agreed. 


Agreed. 


A Study has been performed and the decision 
has been made to incorporate a financial audit 
group within the Management Audit Branch. 


Agreed 


Agreed. 


Agree that Program Forecast should be in same 
organizational entity as Estimates but since 
there are several ways to achieve this we will be 
studying how best to do so. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


NEGATIVE COST CENTRE 


¢ District Directors and senior Head Office per- _—‘ This situation will not be allowed to occur again. 
sonnel should be informed when a negative 
cost centre has been created and should be 
told what effect its creation may have on their 
respective budgets. 


In this instance the “‘negative cost centre”’ 
concept is interpreted to mean providng the 
operating budget needed in one area by creat- 
ing a corresponding negative cost centre 
which would be financed by lapsing funds in 
the second area. 


FINANCIAL REPORTING 


¢ The Department of Supply and Services fi- This subject is under active consideration. 

nancial reporting system does not produce the 
information needed to support explanation of 
variances from budgeted dollars and planned 
workloads. In addition, it does not produce all 
of the information required by the Public Ac- 
counts such as a roll-up of expenditures by 
activities. To correct this the Department de- 
cided to develop its own computer-based 
management information system late in 1970, 
but this system is still not fully operational. 
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THE CANADA POST OFFICE 


Observations and Recommendations as at June 1975. 


Departmental Comments as at July 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


STAFF TRAINING PROGRAMS 


¢ National staff training programs on financial 
matters should be developed aimed at achiev- 
ing and maintaining technical expertise 
within the financial and administrative func- 
tion and at ensuring an adequate level of 
training for non-financial personnel. 


FINANCIAL MANUALS 


¢ A central library and control for all financial 
manuals should be established. 


PAYROLL 

¢ Departmental control over payroll input doc- 
uments and cheque distribution should be 
strengthened. Internal controls over input sys- 
tem should be adhered to on a national basis 
and suitable controls should be established in 
the distribution of payroll cheques. 


Proper accounting controls and procedures on 
the imprest payroll accounts should be estab- 
lished and these accounts should be main- 
tained on a true imprest basis. 


ACCOUNT VERIFICATION AND 
PAYMENT REQUISITION 


¢ National Headquarters procedures for pay- 
ment requisitioning do not always comply 
with Treasury Board Guidelines. 


— There are instances where payments are 
requisitioned without spending approval 
authority. 


— There is delegation of payment authority 
below the FI-2 level. 


DEPARTMENTAL COMMENTS 


A program began in 1974 to plan and to de- 
velop training programs for financial and non- 
financial personnel. 


A project is under way to consolidate and con- 
trol on a national basis all functional directives 
and manuals. 


A planned revision of the total payroll proce- 
dures began in 1974. 


The existing accounting controls and procedures 
on imprest payroll accounts are under review. 


Action has been taken to eliminate these 


exceptions. 


Classification action will be sought again. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


REVENUE POLICY 

¢ The Post Office should continue to assess ser- 
vices to the public and in addition should 
annually submit recommendations for a con- 
tinuation of existing revenue or subsidy poli- 
cies or for increases that may be required in 
rates charged to compensate for increases in 
cost of services. 


PROGRAM FORECASTS AND MAIN 
ESTIMATES PROCEDURES 


¢ The relationship between operational plans 
and related costs is not clearly identified. The 
approved corporate planning cycle should be 
fully implemented with more specific integra- 
tion of business plans and financial planning. 
The planning section of the Financial Man- 
agement Manual should be updated. 


FINANCIAL EVALUATION 


¢ As a matter of departmental policy, any pro- 
posals which have a significant effect on rev- 
enues, expenses and capital expenditures are 
subject to financial evaluation and post-audit 
procedures. Instruction manuals should be 
completed to contribute to the activity re- 
quired to ensure that these procedures are 
followed. 


MANAGEMENT INFORMATION 
SYSTEMS 


¢ Comprehensive management information sys- 
tems are being developed. Mail volume mea- 
surement systems and labour distribution in- 
formation requirements and methods should 
be given precedence in this activity and all 
systems should be fully developed and imple- 
mented successfully on a pilot project basis 
followed by location-by-location implementa- 
tion elsewhere. 


Information needs and system requirements 
should be fully identified and co-ordinated 
with the acquisition of EDP equipment. The 
status of the MIS plan, costs, available man- 
power and acceptable time frames should be 
the subject of a continuous review by the Dep- 
uty Postmaster General and his Advisory 
Committee. 
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DEPARTMENTAL COMMENTS 


Agreed. 


A new financial planning system is being intro- 
duced in three phases of which the second phase 
will be adopted during 1975. On completion of 
Phase II the refined system will be incorporated 
into a new budgeting chapter of the Financial 
Management Manual. 


New instructions on evaluations of building ac- 
commodation proposals have been issued re- 
cently. Revised instructions relating to all other 
evaluations will follow. 


Both requirements have a high priority and are 
presently being developed as a pilot project in 
two cities. 


Agreed. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


FINANCIAL REPORTING 

¢ Financial reports include comparison of ac- Improvements in variance analysis reporting 
tual and budgeted figures but consideration procedures will be related largely to develop- 
should be given to improvements in present ments in mail volume measurement systems and 
variance analysis reporting procedures. in labour distribution information. 
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PUBLIC SERVICE COMMISSION 


Observations and Recommendations as at June 1975. 


Commission’s Comments as at August 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


FINANCIAL MANAGEMENT RESOURCES 


¢ The combination of the dramatic growth of 
the operations side of the Commission, the 
relatively limited growth in the number and 
qualifications of financial staff and the in- 
creasingly complex nature of the financial 
function within government has resulted in a 
financial function within the Commission 
which is not as strong as is warranted. 

¢ The Commission should ensure that enough 
competent financial staff is available to over- 
come the deficiencies that exist in the present 
system of financial management and control, 
as outlined in this report. 


The official title of the division responsible for 
the financial function is ‘“‘Finance and Ad- 
ministration Services Division’’. However, 
virtually all documents and discussions refer 
to the “Administration Division’’, thereby 
detracting from the overall prime importance 
of the financial function. 


The full title of the Finance and Administra- 
tion Services Division should be emphasized. 

¢ The Commission should create the position of 
Director-General, Finance and Administra- 
tion Services, to be filled by an individual 
with appropriate financial management capa- 
bilities. A second newly-created position, Di- 
rector of Finance, should be filled by an expe- 
rienced professionally qualified accountant. 


TRAINING AND DEVELOPMENT 


¢ Financial training is provided to clerical sup- 
port staff in the branches and divisions on a 
group basis. However, the financial training 
needs of each individual are not monitored by 
senior financial personnel. 
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COMMISSION’S COMMENTS 


The financial function within the Commission is 
under active review and will lead to some orga- 
nizational changes. One positive step has been 
the creation of the position of Executive Direc- 
tor, whose major responsibility is to chair the 
newly-established Budget Committee and to 
maintain a continuous overview of the financial 
management of the Commission. 


This recommendation will be implemented dur- 
ing 1975-76. 

The financial function within the Commission is 
under active review and will lead to some orga- 
nizational changes. One positive step has been 
the creation of the position of Executive Direc- 
tor, whose major responsibility is to chair the 
newly-established Budget Committee and to 
maintain a continuous overview of the financial 
management of the Commission. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Financial Management Advisers should en- 
sure that adequate training is provided to 
financial support staff within the branches and 
divisions. 

¢ Financial Management Advisers should pro- 
vide input to the performance reviews of staff 
performing financial functions within the 
branches and divisions. 


DESIGNATION OF RESPONSIBILITY 
CENTRES 


¢ Many of the responsibility centres identified 
in the Procedures Manual are actually cost 
centres in that they do not control their own 
budgets. 


The financial coding structure should be re- 
vised to differentiate between cost centres and 
responsibility centres. 

¢ In recent years the number of actual responsi- 
bility centres within the Commission has in- 
creased significantly. An excessive degree of 
delegation of budgetary responsibility tends to 
restrict financial flexibility unduly without 
offering any real offsetting benefits. 


A policy should be implemented within the 
Commission to govern the extent to which 
budgetary responsibility can be delegated. 


COMMUNICATION OF FINANCIAL 
POLICIES 


¢ The Commission should prepare a compre- 
hensive departmental Financial Manual as 
soon as possible. 

¢ A numbering system should be introduced to 
control and to facilitate reference to commu- 
nications of financial guidance, explanations 
and instructions from the Finance and Ad- 
ministration Services Division to the various 
organizational units within the Commission. 
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COMMISSION’S COMMENTS 


This recommendation will be implemented dur- 
ing 1975-76. 


This recommendation will be implemented in 
future performance reviews. 


This recommendation will be implemented con- 
current with the commencement of the 1976-77 
fiscal year. 


Policy will be determined and implemented, 
concurrent with the commencement of the 1976- 
77 fiscal year, following which the number of 
responsibility centres and the extent of delegated 
authority will be reviewed. 


Work on the Financial Manual is presently in 
progress and should be completed during 1975- 
76. 

This recommendation will be implemented dur- 
ing 1975-76. 


OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


SEGREGATION OF REVOLVING FUND 
FINANCIAL FUNCTION 


¢ The Financial Management Adviser to the 
Staff Development Branch directs a staff of 
approximately 30 which is responsible for the 
financial control of both a large revolving 
fund (the Bureau of Staff Development and 
Training Revolving Fund) and a sizeable part 
of the Commission’s appropriations, includ- 
ing language training. In addition this group 
is responsible for maintaining certain of the 
accounting records for the revolving fund. 


The Staff Development Branch Financial 
Management Adviser’s extensive involvement 
in operational functions detracts from his crit- 
ical advisory function which is not being ade- 
quately carried out now. A centralization of 
operational responsibility would allow a con- 
centration of related expertise to ensure effec- 
tive performance of operational functions. 


Except for the Financial Management Adviser It is agreed that the appropriation and Revolv- 
and his direct support staff, the financial staff ing Fund functions should be separated and an 
now seconded to the Staff Development organizational review is underway. 
Branch should be transferred to the Financial 
Services Section of the Financial and Admin- 
istration Services Division. 
¢ The control of revolving fund and regular 
appropriation financial records by the same 
financial group could result in the allocation 
of costs between such votes being unduly in- 
fluenced by the availability of funds. 


The financial records of the Bureau of Staff It is agreed that the appropriation and Revolv- 
Development and Training Revolving Fund ing Fund functions should be separated and an 
should be maintained by a separate group organizational review is underway. 

within the Financial Services Section. 


ASSIGNMENT OF FINANCIAL 
AUTHORITIES 


* Delegation of payment authority, under Sec- This recommendation will be implemented dur- 
tion 26 of the Financial Administration Act, ing 1975-76. 
for the approval of charges to appropriations 
by journal vouchers, should be restricted to 
senior financial officers. 
¢ Written policies and procedures should be This recommendation will be implemented dur- 
developed, documented in the Financial Man- ing 1975-76. 
ual and implemented for the periodic review 
of delegated signing authorities to ensure that 
controls are adequate and that specimen sig- 
nature cards are always up-to-date. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 
¢ Following the Commission’s implementation 

of a report by the Administration Policy 
Branch of the Treasury Board Secretariat, 
commitment certificate authority under the 
provisions of Section 25 of the Financial 
Administration Act was delegated in 1974 to 
the responsibility centre level. At present there 
are approximately 225 organizational entities 
identified as responsibility centres within the 
Commission. Payment authority under Sec- 
tion 26 of the Act is currently exercised at the 
Financial Management Adviser level. There is 
a lack of trained staff and access to reliable 
financial records to carry out the responsibili- 
ties at the levels now assigned. 


For purchases made within the Capital re- This recommendation will be subject to further 
gion, delegated commitment certificate au- discussion. 

thority and payment authority, under Section 

25 and 26 of the Financial Administration 

Act respectively, should be transferred to the 

Financial Services Section of the Finance and 

Administration Services Division. 


PRE-AUDIT 


¢ Also following the review in 1974 by the 
Administration Policy Branch of the Treasury 
Board Secretariat, the pre-audit function was 
delegated to the responsibility centre level. 
The responsibilities under Section 26 of the 
Financial Administration Act are more de- 
pendent for fulfillment on the performance of 
an adequate pre-audit than those under Sec- 
tion 27. In addition, the present system does 
not allow for sufficient independence in the 
performance of the pre-audit. 


For purchases made within the Capital Re- This recommendation will be subject to further 
gion, the responsibility for the pre-audit func- _ discussion. 
tion should be reassigned to the Financial Ser- 
vices Section of the Finance and Administra- 
tion Services Division. 
¢ The present quality control (procedural and This recommendation will be implemented as 
operational audit) procedures should be elim- _ soon as an Internal Audit group is established in 
inated and replaced by test audits by the In- __ the course of 1976-77. 
ternal Audit group. 
¢ The performance of the pre-audit is indicated 
by the initials of the clerk on the supplier’s 
invoice. There is no indication whether or not 
all the required tests have been performed, or 
whether the tests have been performed by a 
number of individuals or only by the individ- 
ual whose initials appear on the invoice. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


All those participating in the payment verifi- | This recommendation will be implemented dur- 
cation process should be required to initial the ing 1975-76. 

documents concerned as an acknowledgement 

of the responsibility for the checks performed. 


INTERNAL ACCOUNTING CONTROL 


¢ There are no written procedures for the batch- 
ing and control of documents forwarded to 
the Department of Supply and Services or to 
the Commission’s Information Management 
Centre for processing. The output totals are 
not compared with input totals unless a prob- 
lem in reconciliation becomes evident. 


Written procedures should be developed, doc- | This recommendation will be implemented dur- 
umented in the Financial Manual and imple- __ ing 1975-76. 
mented for the processing and control of ba- 
tches of documentation sent for entry into the 
Department of Supply and Services and inter- 
nal data processing systems. 
¢ The Department of Supply and Services veri- 
fies Section 26 authority only and there is no 
procedure within the Public Service Commis- 
sion to verify the authenticity of spending and 
payment authority immediately before cheque 
requisitions are submitted for payment. As a 
result, fictitious documents could be inserted 
into the payment system and public funds 
could be misappropriated. 


An employee independent of the processing This recommendation will be implemented dur- 
and approval of cheque requisitions should ing 1975-76. 

verify the authenticity of signatures for both 

spending and payment authority as a final 

step before submitting cheque requisitions to 

the Department of Supply and Services for 

processing. 


PAYROLL 


¢ The concentration of personnel and payroll 
functions within the Commission’s Personnel 
Division constitutes a serious weakness in in- 
ternal control which could lead to errors and 
possible misappropriations of public funds. 


Financial officers should be responsible for This recommendation will be implemented dur- 
the adequacy of internal controls in the pay- _ ing 1975-76. 
roll area. 
¢ Payroll cheques are forwarded for distribution 
to the Personnel Division employees who pro- 
vide payroll preparation input to the Depart- 
ment of Supply and Services. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


Controls should be implemented within the 
Personnel Division to prohibit access to pay- 
roll cheques by employees providing payroll 
preparation input to the Department of Sup- 
ply and Services. 

¢ Periodic distributions of pay cheques directly 
to employees should be made by the Internal 
Audit Group. 

¢ The procedures and responsibilities with re- 
spect to all aspects of pay preparation, distri- 
bution and recording should be documented 
in the Financial Manual. 


REGIONAL CHEQUE ISSUE 


¢ Under the present system, following process- 
ing for Section 25 and 27 approvals, docu- 
ments for all expenditures incurred at the re- 
gional level must be forwarded to headquar- 
ters for Section 26 approval and batching for 
Department of Supply and Services cheque 
issue. 


Use should be made of local Department of 
Supply and Services cheque issue facilities as 
soon as the required financial capability is 
available in the regional offices of the 
Commission. 


REVENUES 

¢ The Bureau of Staff Development and Train- 
ing Revolving Fund revenues, representing 
virtually all of the Commission’s revenue 
from outside sources, amounted to approx- 
imately $18,000,000 for the fiscal year ended 
March 31, 1975. Present practices with re- 
spect to control, recording and deposit of rev- 
enue, are not documented and are ineffective 
from an internal control point of view. 


Written policies and procedures for the effec- 
tive control, recording and deposit of revenue 
should be developed, included in the Finan- 
cial Manual and steps taken to ensure that the 
procedures are followed. 


COMMISSION’S COMMENTS 


This recommendation will be implemented dur- 
ing 1975-76. 


This recommendation will be implemented as 
soon as an Internal Audit Group is established 
in the course of 1976-77. 

This recommendation will be implemented dur- 
ing 1975-76. 


Commission management has approved re- 
gional positions to allow regional cheque issue. 
Due to budget restrictions, this may not be pos- 
sible before April 1, 1976. 


A detailed study of the handling of incoming 
mail has recently been completed. A detailed 
application study of the Staff Development 
Branch revenue processing function is in pro- 
gress and will be completed in 1975-76. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


REVOLVING FUND, ACCOUNTS 
RECEIVABLE AND ACCOUNTS PAYABLE 


¢ Accounts receivable within the Bureau of Staff 
Development and Training Revolving Fund 
relate to an estimated annual volume of $18,- 
000,000 of which approximately $4,000,000 
are receivable at any given time. This consti- 
tutes virtually all of the Commission’s ac- 
counts receivable from outside entities. An 
accounts receivable control account is not 
maintained in the revolving fund general 
ledger but rather month-end receivables bal- 
ances are determined by totalling the subsidi- 
ary ledger. 


A general ledger control account for accounts 
receivable should be established in the revolv- 
ing fund general ledger and should be recon- 
ciled to the subsidiary ledger on a monthly 
basis. 

¢ The monthly listing of accounts receivable 
should include an aging analysis. 


¢ The division of responsibilities with respect to 
the accounts receivable function should pro- 
vide for a segregation of duties for the opera- 
tion of the general ledger control] account, the 
maintenance of the subsidiary ledger and the 
receipt of payments. 

¢ The up-to-date accrual of revolving fund rev- 
enues combined with the inadequate accrual 
of accounts payable causes an improper 
matching of costs and revenues thereby dis- 
torting management reports. 


Goods and services received by the revolving 
fund should be recorded in the accounts on 
the accrual basis. 


FURNITURE AND EQUIPMENT 
INVENTORIES 


¢ Written policies and procedures covering the 
control of fixed assets and the identification of 
assets surplus to requirements should be es- 
tablished, incorporated into the Financial 
Manual and steps taken to ensure that the 
procedures are followed. 

¢ All fixed assets should be physically counted, 
identified and recorded in a fixed asset regis- 
ter before the date of the scheduled move of 
the Commission’s headquarters. 


COMMISSION’S COMMENTS 


A Bureau of Management Consulting study cov- 
ering this recommendation has been completed 
and will be implemented in 1975-76. 


A Bureau of Management Consulting study cov- 
ering this recommendation has been completed 
and will be implemented in 1975-76. 


A Bureau of Management Consulting study cov- 
ering this recommendation has been completed 
and will be implemented in 1975-76. 


This recommendation will be implemented 
April 1, 1976. 


This recommendation will be implemented dur- 
ing 1975-76. 


This recommendation has been implemented. A 
physical inventory count is now underway and 
is scheduled for completion by October 1, 1975. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 


¢ At present there is no established internal 
audit function within the Commission. 


The Commission should establish an internal 
audit function. 


EXECUTIVE PRIORITIES 


¢ While the Commission has established an 
annual Management Committee Conference 
to discuss and define the Commission’s priori- 
ties for the coming years, communication of 
these priorities to all organization levels in- 
volved in the budgetary process has not been 
consistent throughout the Commission. 


Before the Management By Objectives and 
Program Forecasts preparation, executive pri- 
orities for the coming years, detailed enough 
to provide effective guidance, should be com- 
municated in writing to each organizational 
level involved in the budgetary process. 


PREPARATION OF BUDGETARY 
SUBMISSIONS 


¢ The Commission should establish and docu- 
ment in the Financial Manual the processes to 
be followed throughout the Commission in 
preparing Program Forecasts, Estimates and 
operating budgets, including a general de- 
scription of the roles of each of the levels of 
the Commission organizational hierarchy. 

¢ Formalized policies and procedures should be 
developed concerning the nature of the re- 
view, challenge and approval of budgetary 
submissions to Treasury Board and their sup- 
porting documentation. 


OPERATING BUDGETS 


¢ At present, the preparation of the Main Esti- 
mates by the Department serves two purposes: 
submissions to the Treasury Board as support 
for requested resources and as the detailed 
budgets for each activity element. The Main 
Estimates are prepared in a strict format to 
conform to Treasury Board rules and thus are 
not necessarily compatible with the require- 
ment for realistic operating budgets. 


COMMISSION’S COMMENTS 


The establishment of an internal audit group has 
been approved by Commission management but 
resource implications have delayed implementa- 
tion until the 1976-77 fiscal year. 


This approach was used last year and will be 
further developed for the preparation of 1977- 
78 Program Forecast. 


This recommendation will be implemented in 
1975-76. 


This recommendation will be implemented in 
1975-76. 
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OBSERVATIONS AND COMMISSION’S COMMENTS 
RECOMMENDATIONS 


Operating budgets should be prepared as close Steps have already been taken and this recom- 
as possible to the start of the applicable year mendation will be fully implemented in the 
so that they can be based on realistic estimates preparation of future operating budgets begin- 
of expenditures. ning with those for the 1976-77 fiscal year. 


* Operating budgets, except for those within the 
Finance and Administration Services Di- 
vision, are not broken down into monthly 
budgets. As a result meaningful variance anal- 
ysis 1s not possible and managers are not pro- 
vided with benchmarks against which to com- 
pare actual results. 


Operating budgets should be sub-divided into This recommendation will be implemented in 
monthly budgets and comprehensive monthly — the preparation of future operating budgets 
variance analyses should be prepared. beginning with those for the 1976-77 fiscal year. 


COMMITMENT AND ALLOTMENT 

CONTROL 

¢ Also following the review in 1974 by the 
Administration Policy Branch of the Treasury 
Board Secretariat, the responsibility for main- 
taining commitment control records was dele- 
gated to the responsibility centre level. 


For responsibility centres within the Capital This recommendation will be subject to further 
Region, the responsibility for maintaining discussion. 
commitment control records should be trans- 
ferred to the Financial Services Section of the 
Finance and Administration Services 
Division. 
¢ The projected expenditure section of the Bud- 
get Expenditure Comparison report simply 
constitutes an extrapolation of year-to-date 
expenditures. The projection is based on the 
false premise that expenditures are distributed 
equally over the 12 months of the operating 
year. As a result the information presented 
could be misleading and result in incorrect 
management decisions. 


The projected expenditure section of the Bud- = This recommendation will be implemented dur- 
get Expenditure Comparison report should be ing 1975-76. 
improved to reflect a realistic, informed esti- 
mate of future expenditures. 
¢ Individual responsibility centres ‘are allowed 
to commit funds in excess of their budgets 
provided that the branch or division as a 
whole stays within its budgetary limitations. 
However, there is no appropriate control pro- 
cedure to ensure that this overall branch or 
division commitment limitation is not 
exceeded. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


Written policies and procedures governing 
the over-commitment of funds by individual 
responsibility centres and the signing of Sec- 
tion 25 certificates in over-commitment situa- 
tions should be established and documented 
in the Financial Manual and implemented. 


¢ Monthly expenditure totals of the Department 
of Supply and Services and Commission fi- 
nancial systems should be reconciled on a 
timely basis. 


FINANCIAL SYSTEMS AND REPORTS 


¢ Monthly financial reports available to man- 
agement are of limited value since the infor- 
mation provided is not sufficiently complete, 
accurate or timely. 


The Commission should proceed, as quickly 
as possible, with the investigation of ways and 
means of producing meaningful management 
reports, including discussions with the De- 
partment of Supply and Services. The views of 
individual managers should be sought and 
their requirements taken into consideration in 
any decision on a reporting format. 

¢ The Information Management Centre pre- 
pares monthly financial reports for manage- 
ment. However, the Centre was intended for 
and gives priority to the staffing function with 
the result that the reports are not produced on 
a consistent timely basis and are often distrib- 
uted too late to be very useful. 


Use of the Information Management Centre 
computer facility for financial reporting pur- 
poses should be reviewed. Alternative means 
should be explored, such as the Department of 
Supply and Services and the NCR mini-com- 
puter currently used for the Allotment Control 
system. 


REVOLVING FUND SYSTEM 


¢ The Commission’s record of advances re- 
ceived by the revolving fund from the Consol- 
idated Revenue Fund should be reconciled on 
a monthly basis to the Central Accounts main- 
tained by the Department of Supply and 
Services. 


COMMISSION’S COMMENTS 


This recommendation will be implemented dur- 
ing 1975-76. 


This recommendation will be implemented dur- 
ing 1975-76. 


The reporting structures involving the Depart- 
ment of Supply and Services have been subject 
to several months negotiations. Resolution of 
financial reporting inadequacies is under active 
review and viewed by Commission management 
as high priority. 


A Bureau of Management Consulting study has 
been completed on the overall computer require- 
ments of the Commission and is in process of 
implementation. 


This recommendation will be implemented dur- 
ing 1975-76. 
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DEPARTMENT OF PUBLIC WORKS 


Observations and recommendations as at May 1975. 


Departmental Comments as at July 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION 


¢ The financial function should have active par- 
ticipation in the design of, and full responsi- 
bility for internal control aspects of, systems 
operated by other functions and generating 
financial data. 


STAFFING IN FINANCIAL AREA 


¢ Existing financial staff resources are not ade- 
quate to meet the growing needs of a depart- 
ment as large and complex as Public Works. 
To plan for the development and recruitment 
of the necessary increases in number and 
quality of financial staff, a comprehensive 
study should be undertaken, comparing pre- 
sent and future requirements with current 
resources. 


Financial officer classifications should be re- 
viewed in light of job responsibilities com- 
pared to those of similar positions in other 
departments and renegotiated with the Trea- 
sury Board where necessary. 

¢ In order to conform to departmental policy, a 
system should be instituted of ensuring that 
all financial officers are appraised at least once 
per annum. 


QUALITY OF COMMUNICATION OF 
FINANCIAL REQUIREMENTS 


¢ The Financial Management Manual should 
be revised using the Treasury Board Guide on 
Financial Administration as a base. All sys- 
tems generating financial data should be fully 
documented using a combination of flow- 
chart and narrative techniques. 


DEPARTMENTAL COMMENTS 


Effective steps have been taken to ensure that all 
systems generating financial data will be studied 
by the financial organization to provide for 
proper internal control and integration with 
other financial systems within the context of 
other managerial requirements. 


At present, highly qualified and capable person- 
nel staff the financial area; however, a study will 
be initiated to examine the numerical require- 
ments with particular attention to the qualifica- 
tions and experience needed. 


Senior financial officers of the Department have 
already participated in a review of the classifi- 
cation standard. Future input to such studies will 
continue as this area is of prime concern to de- 
partmental officials. 

Agreed. Steps will be taken on a departmental 
basis within the financial function to ensure that 
the appraisal system is followed. 


The development of an effective financial man- 
ual is now under way; however, a further review 
will be made taking into account the flow-chart 
and narrative techniques suggested. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


EXPENDITURE CONTROL POLICIES AND 
PROCEDURES 


* Quarterly reports should be submitted to 
Headquarters explaining all discretionary ex- 
ceptions to the departmental requirement to 
put leases to tender. 


¢ Pay cheques should be retained by a senior 
financial officer divorced from pay accounting 
until they are given to the responsibility cen- 
tre managers for distribution. 

¢ Man-year utilization records should be recon- 
ciled monthly to pay lists, in regions not cur- 
rently carrying out this procedure. 


CONTROL OF REVENUES INCLUDING 
ACCOUNTS RECEIVABLE 


¢ Systems of internal control over revenues 
should be the subject of an in-depth review to 
ensure that revenues are properly controlled. 


¢ The Department should eliminate the subsidi- 
zation of reimbursing agencies in the pro- 
vision of Northern Housing. 


¢ The Department, under current Treasury 
Board housing regulations, is obliged to subsi- 
dize all other user programs. The full costs of 
providing such housing should be transferred 
to the departments concerned. 


LAND, BUILDINGS AND LEASEHOLD 
IMPROVEMENTS 


¢ A co-ordinated effort should be made to com- 
plete the Central Real Property Inventory, 
enabling it to become a record more useful to 
all government departments and agencies. 


¢ Arrangements should be made with the De- 
partment of Supply and Services to establish a 
system to ensure that additions to federal real 
property agencies are reported to the Depart- 
ment for updating the Central Real Property 
Inventory. 


¢ The Department should: 


(1) review its current and proposed real prop- 
erty inventory systems to rationalize and to 
co-ordinate them; and then 


DEPARTMENTAL COMMENTS 


A procedure will be implemented to effectively 
monitor the use of regional discretion. 


This suggestion is accepted and is being 
implemented. 


This is a required departmental procedure 
which will be enforced more stringently. 


The Financial Management System and ac- 
counts receivable procedures implemented on 
April 1, 1975, should greatly improve internal 
control over revenues and this will be carefully 
monitored over the next twelve months. 


In renegotiating rates, the suggestion will be 
followed. 


Discussions with Treasury Board on this subject 
are continuing along the lines of the 
observation. 


The Department concurs. 


This suggestion has merit and will be reviewed 
with the appropriate agencies. 


The need for such measures has, in part, been 
recognized within the Financial Management 
System and steps will be taken to ensure ratio- 
nalization and continuing co-ordination of these 
systems. 


253 


OBSERVATIONS AND 
RECOMMENDATIONS 


(ii) reconcile the remaining systems and intro- 
duce financial or quantity controls to ensure 
that these systems remain parallel in future. 

¢ The costs to be capitalized in the Financial 

Management System, for assets acquired after 
April 1, 1975, should include all direct costs 
and applicable indirect costs. 


LONG-TERM RECEIVABLES 


¢ The status of all loans and advances should be 
established, and they should be recorded 
within the Financial Management System. 
Future reports on receivables should include 
all loans, whether current or not, and should 
comment on their status. 


TRUST ACCOUNTS 


¢ The system governing contractors’ holdbacks 
should be revised to provide for more regular 
reconciliation and reporting, highlighting old 
and unusual items. 


INTERNAL AUDIT 


¢ The departmental audit committee should es- 
tablish the specific goals and objectives of the 
Internal Audit Division and take a more ac- 
tive part in directing its activities. 

¢ Immediate steps should be taken to upgrade 
the professional capability of the Internal 
Audit function. 


¢ Rather than report to the Director of Finance, 
Internal Audit should report to a member of 
senior management who is more divorced 
from financial operations. 


¢ The audit approach should emphasize evalua- 
tion of systems of financial management and 
control and recommendations for 
improvements. 

¢ Audit reports should highlight recommenda- 
tions and contain a management summary. 

¢ Internal Audit should prepare an annual re- 
port for distribution to members of the Man- 
agement Committee. 


CLASSIFICATION OF ACCOUNTS 

¢ The Department should open negotiations 
with the Treasury Board for a program/activ- 
ity structure more relevant to its operations. 


DEPARTMENTAL COMMENTS 


The system implemented from April 1, 1975 
provides for the inclusion of all such costs. 


The accounts receivable procedures in the Fi- 
nancial Management System now provide for 
these recommendations. 


The system will be revised accordingly. 


This will be done. 


This is agreed to and all avenues will be ex- 
plored including the revision of position classi- 
fications and the rotation of management staff 
through the function. 

The function of Internal Audit will be separated 
from immediate and direct association with the 
Director of Finance. 


The need is recognized and steps have been 
taken to emphasize systems audits. 


Future reports will take account of this 


recommendation. 
The Department welcomes this recommendation 
and will produce such a report. 


Discussions have already taken place and will 
continue. 
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RECOMMENDATIONS 


PROGRAM FORECASTS 

¢ The Executive Committee should develop and 
issue annual formal policy guidelines to aid 
regional management in preparing Program 
Forecast submissions. 

¢ In the longer term, the Department should 
aim towards more centralized Program Fore- 
cast preparation with a ‘“‘top-down”’ 
emphasis. 

¢ The unit-cost approach to planning should be 
expanded to cover all practicable areas of de- 
partmental expenditures. 


¢ Further analysis and stratification of building 
types should be made to explain and to ac- 
count for regional disparities in preparing 
Program Forecasts. 

¢ The Department should negotiate with the 
Treasury Board for a formal liaison function 
to enable it to have access to plans affecting 
client departments’ space requirements. 


MAIN ESTIMATES 

* Capital project cost estimates, as disclosed in 
the Estimates, should be annotated to differ- 
entiate between those based on current value 
estimates and those based on signed contracts. 

¢ The Department should propose to the re- 
sponsible central agencies that the Accommo- 
dation Program be credited for services pro- 
vided to other departments, such credit, and 
the memorandum charges to user programs, 
being updated for Public Accounts presenta- 
tion purposes. 

¢ All significant real property leases with op- 
tions to purchase should be subject to disclo- 
sure requirements similar to those governing 
regular capital acquisitions. 


BUDGETARY CONTROL AND CASH 
FORECASTING 


¢ As soon as the financial management and per- 
formance measurement reporting systems are 
fully operational, a field study should be con- 
ducted to establish the degree of managerial 
acceptance and use of such reports with a view 
to eliminating all manual reporting systems. 

¢ The capital project reporting systems should 
be the prime vehicle for capital expenditure 
forecasting and immediate steps must be 
taken to ensure that they regularly generate 
realistic reports. 


DEPARTMENTAL COMMENTS 


This approach has been planned for the next 
Program Forecast exercise. 


It is intended to begin a “‘top-down”’ approach 
in the fall of 1975S. 


This is definitely the Department’s intention 
and the approach will be extended to the other 
areas as soon as background data is available. 
The Department is moving gradually to product 
line identification and output coding structures 
which will provide such distinction. 


Efforts along these lines are continuing. 


This will be done commencing with the 1976-77 
Estimates submission. 


This will be discussed with the responsible 
agencies. 


This will necessitate changes to Treasury Board 
requirements affecting other departments and 
agencies and will be discussed with the Treasury 
Board Secretariat. 


Such a review is scheduled for late 1975-76. 


The Department agrees and steps are being 
taken to ensure the reliability of these reports in 
future. 
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RECOMMENDATIONS 


FINANCIAL REPORTING 

¢ To eliminate duplication in processing, ar- 
rangements should be made for the Depart- 
ment of Supply and Services to accept, for 
their requirements, departmental data as pre- 
pared for the Financial Management System. 

¢ Control procedures in clearing Financial 
Management System edit reports should be 
properly documented. 

¢ The financial content of the annual report 
should be expanded with the objective of pro- 
ducing comprehensive financial information 
about the activities and operations of the 
Department. 


DEPARTMENTAL COMMENTS 


Discussions with the Department of Supply and 
Services have been taking place for some time 
and will continue. 


Documentation of procedures is now complete. 


The current financial presentation in the annual 
report will be revised in line with this 
recommendation. 
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ROYAL CANADIAN MOUNTED POLICE 


Observations and Recommendations as at June 1975. 


Departmental Comments as at August 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCIAL 
FUNCTION 


¢ The Force emphasizes direct reporting rela- 
tionships in its operations. Although a degree 
of functional control is evident certain obser- 
vations indicated that improvements in this 
area could be made. 


Functional relationships between the Finan- 
cial Services and Supply Directorate and the 
Financial Services and Supply Officers in the 
divisions should be improved by: 


(a) reflecting these relationships adequately in 
organization charts and in position descrip- 
tions as well as in the Administration Man- 
ual of the Force; 


(b 


— 


making performance ratings of individuals 
performing financial functions in the di- 
visions available to, and for review by fi- 
nancial officers at Headquarters, Ottawa, 
responsible for the functional control and 
direction of divisional staff; and 


(c) emphasizing functional control and direc- 
tion over the financial aspects of the Force 
to a greater degree than at present, espe- 
cially where new entities are created. 


DEPARTMENTAL COMMENTS 


Agreed. Functional control of the Financial 
Branches in the Divisions, as well as specialized 
units requiring financial support personnel, is 
being exercised by the Director, Services and 
Supply, through the formulation and interpreta- 
tion of financial policy on a standardized basis 
across the Force. This includes the necessary 
monitoring and follow-up action to ensure that 
financial responsibilities are being carried out 
properly. Action has already been taken to de- 
fine more clearly this functional relationship in 
the Administration Manual. A program to up- 
date organization charts and position descrip- 
tions to reflect this functional relationship will 
be initiated. 


Performance ratings are reviewed by the Direc- 
tor, Services and Supply, at such times as selec- 
tion or upgrading proceedings are required; 
however, the adoption of a system for the reg- 
ular referral of such ratings will be examined. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


STAFFING OF THE FINANCIAL 
FUNCTION 


The Force has maintained an adequate staff 
level in the financial function. Although some 
key financial positions are filled by public ser- 
vants most are staffed with Force members. 


Consideration should be given to developing 
adequate opportunities for advancement and 
improved career paths for public service em- 
ployees with financial responsibilities in order 
to attract and retain desirable staff. 


Adequate formal financial training and devel- 
opment within the Force is concentrated at 
the Ottawa Headquarters level whereas di- 
visions employ on-the-job training as the 
medium for educating their personnel. 


Formal financial training and development 
courses should be developed by the Training 
Branch of the Organization and Personnel 
Directorate in collaboration with the Finan- 
cial Services and Supply Directorate for use 
on a regular basis at the divisional level. 


Position descriptions are not updated on a 
regular basis and are not formulated in a 
manner which appropriately reflects financial 
responsibilities and duties and functional rela- 
tionships in definitive terms. 


Position descriptions should be revised to re- 
flect adequately and clearly the duties, respon- 
sibilities and functional relationships of per- 
sons performing financial functions. Once re- 
vised, they should be reviewed on a regular 
basis. 


COMMUNICATION OF FINANCIAL 
REQUIREMENTS 


The financial management and control sys- 
tems and procedures now in use are not, in all 
respects, adequately documented in the Ad- 
ministration Manual. 


DEPARTMENTAL COMMENTS 


A realignment of responsibilities during the past 
year has recognized the contribution of several 
valued employees through a significantly im- 
proved classification level. The Force is keenly 
aware of the need to attract and retain capable 
staff and will continue to give emphasis to devel- 
oping improved career paths for public service 
employees. 


Agreed. Training Branch has already been re- 
quested to assist in developing training suitable 
for use at the Divisional level. 


Agreed. A system for reviewing position de- 
scriptions on a regular basis is to be developed 
in conjunction with the identification of func- 
tional relationships. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


The Force should ensure that the financial 
content of its Administration Manual is com- 
plete and comprehensive. 


EXPENDITURE AND REVENUE CONTROL 
POLICIES AND PROCEDURES 


¢ The Force has an intense awareness of good 
financial management and control which has 
resulted in a continuous updating of financial 
systems and procedures to meet changing re- 
quirements. Additional improvements in the 
control of expenditures and revenue could be 
attained in respect to the existing internal 
check, increased use of standardized and pre- 
numbered documents, verification of manage- 
ment information reports and the manner in 
which certain subsidiary revenue records are 
maintained. 


The Force should, at the time of preparing its 
revisions to the financial section of the Ad- 
ministration Manual, ensure adequate and 
appropriate amendments in its expenditure 
and revenue accounting systems and proce- 
dures to provide completeness, authority and 
accuracy of financial data from initiation 
through processing and reporting. 


SUPPLIES AND CAPITAL EQUIPMENT 


¢ The Force should document and circulate suit- 
able inventory procedures including instruc- 
tions on purchase and issue cut-off, obsoles- 
cence and the manner of counting and recon- 
ciling physical stock. 


2159 


DEPARTMENTAL COMMENTS 


The Administration Manual is basically for use 
by all field personnel and is not intended to re- 
flect the detailed systems and procedures fol- 
lowed only by the financial units. The need for a 
comprehensive financial policy and Procedures 
Manual for use by financial personnel has been 
recognized for some time as a requirement and 
work is now under way to ensure that such a 
Manual is provided. 


The development of the new Financial Policy 
and Procedures Manual is proceeding with a 
view to evaluating and documenting all expend- 
iture and revenue control systems utilized in the 
Force. 


The inventory records and stock procedures 
maintained in the Force provide a high level of 
control and no significant losses have been en- 
countered. However, instructions contained on 
various Departmental Forms do permit various 
approaches to maintaining inventory records 
and reconciling these records to the physical 
count. A more definite procedure will be devel- 
oped as part of the Financial Policy and Proce- 
dures Manual. 


OBSERVATIONS AND 
RECOMMENDATIONS 


WORKING CAPITAL ADVANCES 


* In some divisions the Administration and 
Personnel staff attend to the daily manage- 
ment of the mess whereas the Financial Ser- 
vices and Supply staff are responsible for the 
approval of mess expenditures and the depos- 
iting of mess funds. 


The Force should consider the realignment of 
authority and responsibilities between the 
branches involved in the divisional mess oper- 
ations so as to permit a more effective finan- 
cial control in this area. 


¢ Effective April 1, 1975, the Cloth Working 
Capital Advance was extended to cover all 
completed articles of Clothing and Kit stocked 
by the Force. 


The Force should ensure that the initial in- 
ventory of the Clothing and Kit is accurately 
determined, encompasses the stock main- 
tained at ““Depot’’ Division, Regina, and ap- 
propriate documentation of and adherence to, 
an adequate costing policy and supporting 
cost system. 


INTERNAL AUDIT 


¢ The Force now has two formalized audit units 
which operate independently of each other, 
the Financial Audit Unit and the Operational 
Audit Unit. The Financial Audit Unit is di- 
rected by, and reports to, the Director of Ser- 
vices and Supply. The Operational Audit Unit 
forms part of the Commissioners’ Secretariat 
and reports to the Commissioner. 


DEPARTMENTAL COMMENTS 


The reporting procedures followed by the 
Messes at Division level were originally estab- 
lished to ensure proper separation of responsi- 
bility at a time prior to the appointment of Fi- 
nancial Officers in the Division. This recommen- 
dation will now be examined with a view to 
placing the entire operation of the Messes under 
one responsibility centre with clearly defined 
procedures, including the functional relationship 
with Headquarters, Ottawa. 


The operation of the Working Capital Advance 
with regard to Clothing and Kit (uniforms) is 
still in the development stage and will include 
introduction of computerized inventory control 
later in the year. The system is being developed 
in close co-operation with Treasury Board Staff. 
The need for accuracy in identifying initial in- 
ventory, together with the adherence to an ade- 
quate costing policy, is well recognized. The es- 
tablishment of an imprest inventory system to 
control the stock maintained at the “‘Depot”’ 
Division Store is being examined as an alterna- 
tive to including that stock as part of the Work- 
ing Capital Advance. The Departmental target 
for the full implementation of the system is 
April ly1976: 
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OBSERVATIONS AND 
RECOMMENDATIONS 


An audit committee should be established to 
be responsible for the direction and super- 
vision of all internal auditing within the Force 
as well as the review of audit findings. 


The Force should amalgamate the Financial 
Audit Unit and the Operational Audit Unit 
into one audit section directed by, and report- 
ing to, the audit committee. 


¢ Inadequate emphasis has been placed on eval- 
uation of internal control systems and proce- 
dures before determining the extent of audits. 
The audit Responsibilities of the Financial 
Audit Unit do not encompass all financial ar- 
eas of the Force, such as payroll. 


Audit responsibilities and procedures should 
be appropriately expanded, revised and docu- 
mented to encompass all facets of revenue and 
expenditures. 


BUDGETARY CONTROL 


¢ The Force has planned for the establishment 
of Planning Units in the divisions. Although 
some divisions have set up Planning Units the 
Divisional Planning Officers do not appear to 
have received appropriate training, guidance 
and assistance from the Planning Branch in 
Ottawa to enable them to contribute effec- 
tively to the management of the divisions. 


The Force should give greater impetus to the 
formation of an appropriate long-term plan- 
ning capability at the divisional level with 
adequate and properly trained staff. 


DEPARTMENTAL COMMENTS 


Agreed. The benefits of an Audit Committee are 
recognized and action will be initiated immedi- 
ately to determine the membership and terms of 
reference for such a Committee. 


The present Operational Audit Unit was formed 
in 1974 to replace an Inspection Team which 
dealt primarily with policing matters. The Fi- 
nancial Audit Unit was established to meet the 
post audit responsibilities delegated to the De- 
partment as a result of Financial Administration 
Act amendments in 1969. Amalgamation of the 
two units appears to be a reasonable course of 
action and this recommendation will be made 
subject of a study with particular emphasis on 
the feasibility of having the Financial Audit 
Unit report through the Officer i/c Operational 
Audit Unit to the Audit Committee. 


Financial audit procedures to meet the Force’s 
particular needs have been partially developed. 
Completion is planned prior to the end of the 
1975-76 fiscal year and will form part of the 
new Financial Policy and Procedures Manual. 


Long-term planning at the Headquarters, Ot- 
tawa level has long been emphasized as the key 
to effective budgetary control. The recent ap- 
pointment of a new Planning Officer at Head- 
quarters, together with the phasing-in of Plan- 
ning Units in all Divisions, will facilitate an 
improved approach to long-range planning on a 
more decentralized basis. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ For some time the Force has recognized the 
need for, and problems inherent in, the long- 
term planning aspect of budgetary control. 
Emphasis on certain facets of long-term plan- 
ning would effect further improvement in this 
area. 


The long-term plans of the Force are revised 
annually and reflected in its Policy, Objectives 
and Goals publication. The present format of 
the publication does not lend itself to integra- 
tion with the Program Forecast submission or 
effective monitoring and assessment of 
achievement and utilization of resources. The 
role and responsibility of staff assigned the 
task of reviewing continuing programs and 
projects for cost-benefit effectiveness and pri- 
ority does not appear to be adequately 
documented. 


The Force’s Policy, Objectives and Goals pub- 
lication should be sufficiently definitive to per- 
mit formal and visible comparisons with 
Main Estimates and achieved results in quali- 
tative and quantitative terms. The systems, 
policies and procedures associated with the 
planning, forecasting and __ estimating 
processes should be documented in the finan- 
cial section of the Administration Manual. 


¢ An informal sub-committee comprising cer- 
tain members of the Planning Board-Budget 
Committee has evolved which makes deci- 
sions on financial matters without appropriate 
consultation with members of the full 
Committee. 


The Force should ensure that any major plan- 
ning, resource allocation or budgeting deci- 
sions are only made by officers with formal 
authority to do so and that these decisions are 
communicated, with adequate explanations, 
to appropriate financial and operating execu- 
tives on a timely basis. 


DEPARTMENTAL COMMENTS 


As part of the preparation of the new Financial 
Policy and Procedures Manual, it is planned to 
document Budget Cycle procedures, including a 
more formal monitoring by Headquarters and 
Divisional Planning Units of the programs in 
terms of achieved results. 


The formal Planning Board approves Policies, 
Objectives and Goals, together with Program 
Forecast and Main Estimate plans. A smaller 
Committee, composed of senior management 
officers and chaired by the Deputy Commis- 
sioner — Administration, has been delegated 
authority to take executive action to achieve the 
objectives and goals within the broad guidelines. 
A procedure is being initiated to ensure that 
copies of these decisions are provided to all 
members of the formal Planning Board on a 
regular basis. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Throughout the Force emphasis is placed on 
controlling resources and budgets in terms of 
man-years and total money spent. Although 
the Force considers the level of operations in 
terms of activities and progress towards docu- 
mented plans and goals it does not do so on 
an extensive basis or in a formalized manner. 
The Force is now testing an Operational Per- 
formance Measurement System it hopes will 
assist in controlling resources by activity. 
Continuing decentralization of responsibility 
and authority within the Force requires that 
the divisions improve their budgetary systems 
to help account for resource utilization and 
achieve stated plans and goals. 


The Force should initiate an appropriate bud- 
getary control system within each division to 
coincide with the authority and responsibility 
assigned to the divisions. This system should 
place greater emphasis on the use of activity- 
based reports to monitor and control the use 
of resources. 


Formal divisional budgetary committees 
should be formed, comprised at least of the 
Commanding Officer, the Financial Services 
and Supply Officer, the Administration and 
Personnel Officer and the Planning Officer. It 
should be responsible for the budgetary con- 
trol aspect of the division. 


FINANCIAL REPORTING 


¢ The Force has been assigned a Departmental 
Services Officer by the Department of Supply 
and Services who is responsible for the 
processing of financial transactions, the ad- 
ministration of the Force members’ pay and 
production of major financial reports. The 
Departmental Services Officer attends solely 
to the needs of the Force and does not provide 
services to any other Government 
department. 


The role, duties, responsibilities and authority 
of the Departmental Services Officer as they 
affect the Force, as well as the functional con- 
trol the Force exercises over the Departmental 
Services Officer, should be appropriately 
documented. 


DEPARTMENTAL COMMENTS 


The present budgetary control system is de- 
signed to coincide with the responsibility as- 
signed to Divisions. The use of activity based 
reports as a means of control has not been con- 
sidered practical from the standpoint of the 
Force’s organizational structure at the Division 
level. A study of this recommendation will be 
undertaken with the objective of determining 
the most effective budgetary control system. 


With the formation of Planning Units at Di- 
visions it is planned to organize the existing 
informal budgetary committees into formal 
committees in accordance with the 
recommendation. 


Agreed. The Force enjoys a very satisfactory 
working arrangement with the Departmental 
Services Officer; however, the precise role, du- 
ties, responsibilities and functional relationship 
have not been documented. Corrective action 
will be initiated in this regard. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 
¢ The Departmental Services Officer services 

the needs of the Force through a computer- 

ized financial system independent of, but ap- 

propriately integrated with, the systems oper- 

ated by the Department of Supply and Ser- 

vices. There is an indication that the computer 

facilities of the Departmental Services Officer 

may be inadequate for the needs of the Force. 


The Force should ensure that the computer 
facilities of the Departmental Services Officer 
are adequate to meet the demands for timely 
financial management information. 


The systems and procedures of the Depart- 
mental Services Officer should be adequately 
documented and circulated to appropriate 
staff within the Force. 


¢ The purpose of financial reports and the bene- 
fit which users can obtain from them has not 
been adequately interpreted and communi- 
cated throughout the Force by Ottawa 
Headquarters. 


The Force should ensure that its financial A study is now under way to determine the type 
management information system meets the of computer equipment necessary to meet the 
needs of staff at the headquarters and di- — Force’s requirements. This study will include an 
visional level and that adequate consideration _—_ updating of the financial reports required as well 
is given to explaining the usefulness of each —_as documentation of the systems and procedures 
report. in the Financial Policy and Procedures Manual. 


¢ Additional financial management informa- 
tion is obtained from various supplementary 
reporting systems operated by certain 
branches within the Force and other Govern- 
ment departments. Responsibility for the sys- 
tem design, processing, reporting and control 
is assigned to the applicable user-group. These 
supplementary systems are not, in all cases, a 
natural output of the main reporting system. 
Thus differences and inefficiencies occur. 


The Force should ensure that all supplemen- Agreed. Necessary action will be initiated. 
tary financial management reporting systems 

are appropriately documented in the Admin- 

istration Manual and are suitably integrated 

with the main reporting system. Responsibil- 

ity for design and implementation of all sup- 

plementary financial management informa- 

tion systems should be assigned to the Finan- 

cial Control and Reporting Section of the Fi- 

nancial Management Branch. 
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OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 

¢ The Force, through its Canadian Police Infor- 
mation Centre Directorate (CPIC), operates a 
sophisticated computer complex which deals 
primarily with law enforcement information. 
The availability of computer facilities within 
CPIC prompted the Force to place some of its 
management information requirements with 
CPIC. This was done before completion of a 
study of the computer operations of the De- 
partmental Services Officer. It would be pref- 
erable not to use CPIC for providing financial 
management information due to the present 
staff level of this directorate, the additional 
security risks, the conflict with the main objec- 
tive of CPIC, the future role of the Depart- 
mental Services Officer and the problems of 
computer system compatibility and 
integration. 


The Force should consider centralizing its This matter has been the subject of considerable 
management information system with the discussion by the Planning Board. The Board, 
Departmental Services Officer to the extent for security reasons, has favoured using CPIC 
practicable. facilities for providing certain management type 
reports. However, the feasibility of this recom- 
mendation will be examined in conjunction with 
the study to determine the computer equipment 
required by the Departmental Services Officer. 
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DEPARTMENT OF THE SOLICITOR GENERAL 


Observations and Recommendations as at December 1974. 


Departmental Comments at at July 21, 1975. 


The study only covered programs reporting to the Commissioner of the Canadian Peni- 
tentiary Service and the Deputy Solicitor General and therefore excluded the operating 


expenditure of the following votes: 


Vote 15: National Parole Board 


Votes 20 and 25: Royal Canadian Mounted Police 


OBSERVATIONS AND 
RECOMMENDATIONS 


DEPARTMENTAL COMMENTS 


CANADIAN PENITENTIARY SERVICE 


THE ROLE OF FINANCE 


¢ The senior financial officers do not actively 
participate as part of the senior management 
team at any of the three levels of the Cana- 
dian Penitentiary Service (headquarters, re- 
gions and institutions), for two reasons: first, 
management appears to view the value of the 
financial function as minimal; and second, 
financial positions are not classified suffi- 
ciently senior to attract officers of the required 
level of competence. Thus the contribution of 
the financial function does not meet the needs 
of CPS. 


¢ Senior management should support the pro- 
gram initiated to strengthen the financial 
function and include senior financial officers 
on the senior management teams to obtain 
their full contribution. 


Agreed. The rapid growth of the Canadian Peni- 
tentiary Service and changes in program em- 
phasis during the past five years necessitated 
reorganizational studies in many program areas. 
As a result the Deputy Commissioner Opera- 
tional Services and his regional counterparts 
were designated to be the senior officers respon- 
sible for several administrative areas including 
financial administration. They in turn are ad- 
vised by Director of Financial Service or Re- 
gional Financial Administrator who are the sen- 
ior financial officers responsible for implement- 
ing financial policies and providing financial 
expertise. The roles of the senior financial offi- 
cers will be re-examined to ensure that their 
financial administration function is fully effec- 
tive and will meet the needs of CPS. 

Agreed. A study was undertaken in 1974 by the 
Bureau of Management Consulting (BMC), at 
our request, to review the organization of the 
Financial Services Directorate at CPS headquar- 
ters and certain field positions. Implementation 
of the major recommendations of the study is 
under way and is expected to improve the fi- 
nancial management function significantly. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ In addition, for the Director of Finance to 
effectively exercise his functional responsibil- 
ity for financial matters in the Department, he 
should participate in the evaluation of all re- 
gional financial officers and other officers with 
financial duties. 


ORGANIZATION OF FINANCIAL 
SERVICES 


¢ The present haphazard allocation of financial 
functions identified by the Bureau of Manage- 
ment Consultants in their study of the ‘‘Head- 
quarters Financial Services’? should be 
changed to conform with the proposals con- 
tained in their report or another allocation 
approved by management. 


¢ Training programs should be introduced to 
help achieve a uniformly high quality of per- 
formance of financial functions by the respon- 
sible staff. 


MANUALS AND REFERENCE SOURCES 


¢ The Financial Services Manual and other 
Canadian Penitentiary Service financial refer- 
ence sources should be consolidated into a 
new manual which should be a practical 
working document that explains how to carry 
out the duties. 


STAFF TURNOVER 


*¢ The Canadian Penitentiary Service should 
determine the reasons for the high turnover of 
certain levels of staff with financial responsi- 
bility and take remedial action. 


INMATE LABOUR 

¢ When inmate labour is to be used to perform 
financial duties this should be recognized as a 
rehabilitation program and the necessary re- 
sources should be supplied to provide ade- 
quate training and supervision. 


PAYROLL 


¢ The following changes should be made to the 
payroll system to improve internal control: 


(a) the control aspects of the payroll function 
should be the responsibility of finance; 


DEPARTMENTAL COMMENTS 


Agreed. We are planning to implement a system 
similar to that suggested in the Guide on Finan- 
cial Management whereby the senior financial 
officer will review performance evaluations of 
financial officers throughout the Service made 
by the managers to whom these officers report. 


Agreed. The recommendations of the BMC 
study of the financial management function 
have been accepted by CPS and are currently 
being implemented. 


Agreed. A limited program is in existence for in- 
service and out-service training of financial staff 
and it has produced graduates (R.I.A., C.G.A.). 
With the provision of a training officer this pro- 
gram will be intensified and extended to both 
financial and other management areas. 


Agreed. The reorganized financial division has 
as one of its major priorities the compilation of 
a comprehensive manual of financial adminis- 
tration incorporating and consolidating existing 
financial policies and procedures. 


Agreed. An organizational review of the finan- 
cial function at all management levels by BMC 
should ensure that financial positions are classi- 
fied with respect to their responsibilities. We 
believe that the resulting classifications will re- 
duce staff turnover. 


Agreed. In the future when inmate labour is 
used adequate training and supervision will be 
provided. 


(a) Agreed. The responsibilities of finance for 
the control aspects of the payroll function will be 
recognized. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


(b) the payroll system should be reconciled to 
the financial reporting system; 


(c) provision should be made to allocate over- 
time costs to the cost centre requiring the 
staff; 


(d 


—_— 


to provide an adequate division of duties 
the distribution of cheques should be per- 
formed by someone other than the manager 
approving overtime or attendance; 


(e) conditions surrounding payments to em- 
ployees on leave due to injuries sustained 
on duty should be closely monitored. 


OVERTIME 

¢ Overtime pay represents a significant cost to 
the Canadian Penitentiary Service. Explana- 
tions should be obtained for significant varia- 
tions in the amount of overtime among simi- 
lar institutions. 

¢ If an employee’s total work week is to exceed 
that prescribed by the Canada Labour Code 
authority should be obtained from Treasury 
Board. 


PRE-AUDIT AND PURCHASING 


¢ The pre-audit of expenditures is the responsi- 
bility of headquarters, however effectively the 
pre-audit of most purchases is performed by 
the Regional Offices. The responsibility for 
the pre-audit of transactions should be trans- 
ferred from Headquarters to the Regional 
Offices. 

¢ To improve Financial Management and con- 
trol of purchasing the following specific 
changes are required: 


— price adjustments should be approved by 
procurement officers rather than pre-audit 
clerks; 


— when actual costs of procurement exceed 
the institution’s estimate, the institution 
should be consulted before proceeding with 
the purchase; 


DEPARTMENTAL COMMENTS 


(b) Agreed. Some aspects of payroll decentrali- 
zation to Regional Service Offices have caused 
problems which are now being resolved. 


(c) Agreed, but we have attempted, without suc- 
cess, to allocate overtime costs to activities. The 
current Department of Supply and Services pay 
system does not allow the flexibility to perform 
this operation. 


(d) Agreed. This will be done by September 
LO 7s: 


(e) Agreed. A study is presently being made of 
our control system over payments related to in- 
jury-on-duty leave. In the meantime, we have 
advised all regions that injury-on-duty leave 
should be terminated after a maximum of 120 
days. 


Agreed. An overtime reporting system was in- 
troduced on January 1, 1975, which provides a 
means by which overtime can be monitored and 
explanations received. 


Agreed. The Personnel Division discussed this 
problem with Treasury Board officials on No- 
vember 13, 1974, and they have indicated satis- 
faction with the approach we are using. 


Agreed. Decentralization of the pre-audit func- 
tion to regional offices is being planned and will 
be implemented when staff stability has been 
achieved in the regional offices. 


Agreed. This practice will be adopted. 


Agreed, however, due to present escalating 
prices, DSS have issued guidelines to depart- 
ments outlining their policy in this regard which 
we have accepted. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


— directives should be issued requiring that 
goods received be subject to an inspection 
for quality and that food and other mer- 
chandise purchased in bulk be weighed on 
receipt; 


— differences in the prices of food and other 
products purchased by institutions in the 
same geographic area should be 
investigated; 


— the necessary policy directives and manuals 
should be supplied to staff including guide- 
lines such as ‘‘make versus buy”’ policies for 
food rations. 


DELEGATION OF AUTHORITY 


¢ The Financial Administration Act in Sections 
25, 26 and 27 provides the Department with 
the authority to commit, spend and pay funds. 
The Canadian Penitentiary Service should 
delegate commitment authority as specified in 
Section 25 of the Act. 


¢ Employees responsible for processing transac- 
tions should be provided with a system to 
identify those authorized under Sections 25, 
26 and 27. Authorizations should be reviewed 
at least annually and the systems should in- 
clude specimen signature cards. 

¢ The authority granted to specific positions 
should be limited to dollar amounts commen- 
surate with the duties and responsibilities of 
those positions. 

¢ The Treasury Board policy requiring that dif- 
ferent employees sign under Sections 26 and 
27 for the same transaction should be 
adopted. 


ONE SIGNATURE REQUIRED ON 

CHEQUE REQUISITION 

¢ In conjunction with the Department of Supply 
and Services the procedure for issuing cheque 
requisitons should be modified to require two 
signatures. 


DEPARTMENTAL COMMENTS 


Agreed. A directive will be issued to ensure that 
this is done consistently. The directive will be 
incorporated in the Manual. 


Agreed, but different DSS supply outlets, over 
which we have no control, serve these 
institutions. 


Agreed. This guidance will be given. 


Agreed. A revised delegation of authority form 
has been developed, in consultation with the 
field, for the Minister’s approval. This revised 
form incorporates the requirements of the 
“Guide on Financial Management”’ and will be 
in accord with these recommendations. Imple- 
mentation of the new system will occur this fiscal 
year. 


Treasury Board prescribes the form and manner 
of certification required for payments from the 
Consolidated Revenue Fund. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


COST RECOVERY 


¢ The per diem rate for inmate care, charged to 
the provinces for provincial inmates transfer- 
red to the federal system, should be increased 
to reflect the actual cost. 


¢ The pricing policy of farm produce should be 
changed to reflect current market values and a 
financial system should be established to pro- 
vide management with reliable financial in- 
formation, including the costs of the farm 
operations. 


¢ The price of meals served to the public should 
be increased to recover their costs. 


SERVICES RENDERED AND ACCOUNTS 
RECEIVABLE 


¢ Systems should be implemented for better 
control of the approval of credit, pricing and 
costing of orders, billing of shipments and 
collection of accounts. The systems should be 
documented and the procedures issued and 
explained to employees. 

¢ Control accounts should be established for all 
accounts receivable systems within the Cana- 
dian Penitentiary Service and aged listings of 
accounts receivable should be prepared and 
reconciled to control accounts on a monthly 
basis. 


WORKING CAPITAL ADVANCES 


e An inventory control system should be imple- 
mented in the Regional Stores. A physical 
count should be made of all items and all obs- 
olete inventory should be disposed of. The lev- 
els of inventories and accounts receivable 
should be monitored and significant fluctua- 
tions should be investigated. 


¢ Monthly financial statements of the working 
capital advances should be prepared and rec- 
onciled to the departmental statements to en- 
sure their accuracy. 


DEPARTMENTAL COMMENTS 


Agreed, but cost recoveries for provincial in- 
mates transferred to the federal system must 
adhere to the provisions of the federal-provin- 
cial agreements negotiated with each province. 
The rates charged are adjusted annually. 


Agreed. There have been several reviews of farm 
operations in CPS which suggest that the pricing 
policy is unrealistic. We agree with this state- 
ment. However, further funding of the Stewards 
operations would be required to implement this 
recommendation. 

Present financial systems employed in the farm 
operations will be reviewed when our systems 
section becomes operational. 

Agreed. We are reviewing the policy concerning 
meals to visitors and officers. Consultations with 
Treasury Board officials, Department of Na- 
tional Revenue and the unions have taken place 
or are in the planning stage. 


Agreed. The systems section being developed in 
HQ will document and improve our current pro- 
cedure for the program. 


Agreed. Revenue procedures including control 
accounts for accounts receivable, have been in 
existence for many years. Increased emphasis 
will be placed on maintenance of these systems 
and development of improvements. 


Agreed. At present, a study is under way to re- 
view the total operation of regional stores. 


Agreed, this will be done. Reconciliations of all 
working capital advances are included annually 
in the Public Accounts. 
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RECOMMENDATIONS 


FIXED ASSETS 


¢ The method of recording and controlling fixed 
assets and capital equipment should be modi- 
fied to provide improved control and visibility 
of these assets in the financial records. The 
dollar value and quantity should be recorded 
for items of high value and mobility. For 
other items, a record need only be maintained 
of their quantities. 


¢ To ensure that perpetual records are complete, 
a physical inventory should be taken regularly 
of all fixed assets. 


INMATES’ TRUST FUNDS 


¢ These balances arise when an inmate arrives 
at an institution with cash, or his visitors leave 
cash for his use, and are normally small. 


¢ The legality of the Canadian Penitentiary Ser- 
vice maintaining these non-public fund ac- 
counts should be resolved and there should be 
disclosure of the existence of these funds in 
the Public Accounts. Authorization should be 
obtained from the Department of Finance for 
these bank accounts. 


¢ The system should be changed to provide bet- 
ter procedures for cash management and con- 
trol of these funds. 


INTERNAL AUDIT 


¢ Internal audit reports should be addressed 
and submitted to the commissioner. He should 
release these to other staff members as he 
deems appropriate. These reports should be 
completed and released within a reasonable 
period of time. 


¢ The Director of Finance should direct the 
appropriate financial officers to prepare an 
implementation schedule for the recommen- 
dations of these reports and monitor their 
progress. 
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DEPARTMENTAL COMMENTS 


Agreed. We will review procedures related to the 
control of equipment and other fixed assets with 
a view to improving them. 


Agreed. These funds now have been identified as 
“*Public”’ funds by the Treasury Board. The in- 
mate program area in CPS is currently review- 
ing this and will recommend a method of ad- 
ministering these funds. We are under obli- 
gation to the Treasury Board to implement a 
procedure for the control of these funds during 
1975-76 in a manner which will satisfy it as well 
as inmate program requirements. 


Agreed. The internal audit function is the re- 
sponsibility of the Management Review Di- 
vision of CPS; however, follow-up procedures 
on items sent to financial services are being car- 
ried out by members of this Division. Treasury 
Board audit recommendations in this area sug- 
gest that a senior committee be established to 
ensure implementation of approved recommen- 
dations. This proposal is being considered by 
CPS: 


OBSERVATIONS AND 
RECOMMENDATIONS 


DEPARTMENTAL OBJECTIVES 


¢ The statement of departmental objectives and 
program descriptions in the Estimates provide 
Parliament with a basis for evaluating the cost 
of the different programs. They should be re- 
vised from time to time to indicate the chang- 
ing emphasis of the “‘Correctional Service 
Program”’. 


PROGRAM FORECASTS 


¢ To improve the present poor communications 
between headquarters and the regions and the 
quality of program forecast submissions there 
should be visits by senior financial officers to 
the regions to explain the program forecast 
exercise and the “‘A’’ and “B”’ budgets. To 
ensure that the submissions reflect the priori- 
ties of senior management a statement of ex- 
ecutive priorities should be developed and 
reviewed with the regional and institutional 
officers prior to the program forecast. 

¢ Due to the number and variety of institutions 
and programs, a ranking of programs by line 
management is important feedback. To pro- 
vide senior management with an indicator of 
the success of specific programs a listing 
should be prepared in the order of their effec- 
tiveness, by responsibility centre managers. 


RESPONSIBILITY CENTRE MANAGERS’ 
BUDGET 


¢ There should be close consultation by man- 
agement with the responsibility centre man- 
agers when their budgets are being estab- 
lished to ensure their commitment to the fi- 
nancial goals that are established. 


¢ Headquarters’ staff should not spend from 
responsibility centre managers’ budgets with- 
out prior consultation. If necessary a small 
budget should be allocated to headquarters’ 
staff. 


VARIANCE ANALYSIS AND CASH 
FORECASTING 


¢ The system of budgetary control and variance 
analysis and investigation should be moni- 
tored on a monthly basis to ensure that there 
are satisfactory explanations of significant 
variations. 


DEPARTMENTAL COMMENTS 


Agreed in principle. These are reviewed periodi- 
cally; however, after formation of the Federal 
Corrections Agency, departmental objectives 
and programs will be reviewed and revisions 
made as appropriate. 


Agreed. The reorganization of the HQ Financial 
Division will enable senior financial officers to 
visit field units more frequently. Some executive 
priorities can be communicated to the field prior 
to program forecasts. 


Agreed. In both the OPMS project and the FCA 
Task Force, identification of existing programs 
is currently being made. 


Agreed. Estimates submissions are reviewed by 
responsibility centre managers and their respec- 
tive regional directors before they are submitted 
to HQ Ottawa. 


Agreed. The functional staff at HQ does not nor- 
mally spend the responsibility centre managers’ 
budget except for items which are administered 
on a national level. 


Agreed. We intend to improve our systems for 
variance analysis and cash forecasting. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


MANAGEMENT REPORTS 


* The reporting system should be changed to 
reflect the new organization of the Canadian 
Penitentiary Service and provide more flex- 
ibility. This will necessitate a revision of the 
existing code of accounts which is necessary as 
the existing system requires a 25 digit code for 
all transactions and does not take advantage 
of the more simplified collator codes. 

¢ The new system should provide for accruals 
and the controlled integration of the commit- 
ment system with the reporting systems to 
provide managers with the accurate unencum- 
bered balance of their budgets. 

¢ In addition management reports should in- 
clude performance information for each sub- 
activity and the man-year utilization. 


DEPARTMENTAL COMMENTS 


Agreed. In response to recent organization 
changes revisions of our activity structure are 
required and the code of accounts will be re- 
viewed at that time. The collator coding ap- 
proach will be investigated. 


Agreed. A revised commitment control proce- 
dure was introduced on April 1, 1975, which 
will provide improved data for our reporting 
system as well as keeping managers informed on 
budgetary levels. 

Agreed. The planned review of our reporting 
system will include man-year reporting. Integra- 
tion of output data with financial reporting will 
not be possible until our OPMS study is 
completed. 


SECRETARIAT 


FINANCIAL MANAGEMENT 

¢ The Secretariat should make its role and long- 
term objectives clear to its own personnel and 
the Canadian Penitentiary Service. 

¢ The functional responsibility of the senior 
financial adviser for the daily financial opera- 
tions should be increased. 


Agreed. High priority will be given to communi- 
cation within the Secretariat and with the other 
departmental agencies. 


Agreed. Corrective measures have been taken. 
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DEPARTMENT OF SUPPLY AND SERVICES 
SERVICES SECTORS 


Observations and Recommendations as at June 1975. 
Departmental Comments as at August 1975. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCE/ 
ACCOUNTING FUNCTION 
* The Management Committees of the Opera- Agreed. A study is under way to achieve the 
tional and Management Services sectors of the —_ objectives mentioned. 
Department should implement recommenda- 
tions under study with respect to the reorgani- 
zation of the Comptroller’s branch in order 
to: 


— formally establish existing reporting rela- 
tionships in the Operational Services sector; 


— strengthen the position of Financial Man- 
agement Advisor in the Management Ser- 
vices sector and thus improve the quality of 
financial services; 


— establish functional authority over adminis- 
trative personnel having financial responsi- 
bilities; and 


— strengthen internal controls. 


COMMUNICATION OF FINANCIAL 
ARRANGEMENTS 


¢ Financial manuals related to the operations of It is agreed that a catalogue of financial manuals 
the Receiver General and the internal finan- _— would provide a reference point for employees. 
cial practices of DSS should be catalogued. Such a manual will be prepared and circulated 
The resultant information should be circu- widely. 
lated regularly to appropriate financial and 
administrative personnel within the Depart- 
ment so that they may be apprised of the exis- 
tence of available manuals. 

¢ Continued emphasis should be placed on con- The departmental financial management man- 
solidating the manuals related to the internal ual, in succeeding volumes, will achieve the nec- 
financial administration of the Department _ essary consolidation. 
into one comprehensive publication. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


DOCUMENTATION OF PAYMENT AND 
RECEIPT PROCESSING 


¢ The manual which outlines the payment and 
receipt procedures should be revised so that 
minor errors and omissions are corrected and 
a number of audit steps which have not been 
described in depth are elaborated on. 


DELEGATION OF AUTHORITY 


¢ Documents with respect to the delegation of 
authorities for approval of spending, contract 
performance and payment which were ap- 
proved by the Minister on May 7, 1974 
should be enforced and all signing officers 
should have their responsibilities clarified. 


¢ Section 27 authority under the Financial 
Administration Act should be assigned to 
officers of the branches who are in the best 
position to certify the performance of all 
terms and conditions of purchase contracts. 


CONTROL OF PAYMENTS 


¢ Procedures with respect to branch payments 
should be designed, documented and imple- 
mented to establish uniform practices within 
the branches and to overcome weaknesses in 
internal controls relating to the pre-audit 
function and invoice approval. 


CONTROL OF PAYROLLS — BRANCHES 


¢ Branch financial officers should be charged 
with functional responsibility for establishing 
and maintaining adequate controls over pay 
preparation, cheque distribution and the ac- 
counting for payroll charges. 


CONTROL OF RECEIPTS 


¢ Cash audit procedures should include a reg- 
ular comparison of the mail clerks’ cash re- 
ceipts records to those maintained by the 
cashier, in order to improve internal control. 
These procedures should be documented. 


CANADA PENSION PLAN 


¢ Canada Pension Plan interest income should 
be deposited on the due date in order to max- 
imize the return on investment and generally 
improve the cash flow of the Fund. 


DEPARTMENTAL COMMENTS 


Procedural documentation for receipts and pay- 
ments is being updated. 


The delegation of authorities for the approval of 
spending, contract performance and payment as 
approved by the Minister has now been imple- 
mented. A general verification will be made to 
ensure that all signing officers are conversant 
with their responsibilities. 


Signing authority for Section 27 is in the process 
of being delegated to those who are in the most 
favourable postion to verify that work has been 
performed, or services rendered. 


Branch procedures related to the verification of 
receipt of goods, preparation of cheque requisi- 
tions, etc., will be documented in order to have 
uniform practice throughout the Department. 


Agreed. A study will be undertaken to determine 
the division of responsibility between the Per- 
sonnel Branch and the Comptroller’s Branch 
with regard to functional responsibilities in the 
payroll function. 


The mail clerks’ cash receipts records are now 
compared with those maintained by the cashier 
on a daily basis. A formal procedure will be 
drawn up. 


This problem was identified, analysed and ac- 
tion taken to resolve it before the above recom- 
mendation was known. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


CONTROL OF CHEQUE ISSUE — 

RECEIVER GENERAL 

¢ Internal controls surrounding cheque signing 
and the control of blank cheques should be 
strengthened in some service offices to reduce 
the possibility of funds being 
misappropriated. 

¢ The responsibility for exercising internal con- 
trols over the payment of suppliers’ invoices 
should be clarified so that there is no misun- 
derstanding over the extent to which pre-audit 
is performed by departments or agencies and 
that which is conducted within local service 
offices of the Department of Supply and 
Services. 

¢ An organizational unit within the Operational 
Services sector should be made responsible for 
ensuring that internal control procedures are 
uniformly applied at all local service offices in 
the Department of Supply and Services. 


CONTROL OF PAYROLLS — CENTRAL 
PAY 


¢ A system of document control should be es- 
tablished in the Pay Processing section of the 
Compensation Services branch to ensure the 
integrity of input to the central pay master 
files. 


DATA PROCESSING INPUT/OUTPUT 

CONTROLS 

¢ Uniform control standards for computerized 
systems should be established for both the 
central and regional computer facilities, cov- 
ering the data handling process from the 
source documents to the output product. Such 
standards should delineate procedures for the 
user, design criteria for the systems developer 
and operating practices for computer opera- 
tions and data control groups. 


DEPARTMENTAL COMMENTS 


As pointed out in the report, very detailed pro- 
cedures have been developed and issued in rela- 
tion to cheque signing and control of blank che- 
ques. Internal auditors will be instructed to pay 
particular attention to this area. 

The Payments Services Branch has started to 
formalize agreements with each department 
concerned. 


Regular audits are performed by Management 
Audit Branch and Audit Services Bureau. This 
independent review is the best method to ensure 
uniformity among the services offices. 


However, steps have been taken to increase the 
emphasis on security matters. Security officers 
are being designated in each branch and services 
office. Training courses will be held in the fall 
and continuing inspection of security matters 
will be introduced. 


We intend to set 
immediately. 


up a control system 


We certainly agree that entries into the system 
should be more controlled and this would lead to 
better quality outputs. We also concur that mov- 
ing editing back closer to the user would speed 
up entry of valid transactions, but this cannot be 
completely accomplished by the present system 
design — the final editing can only be done 
when the transaction is tested against the central 
master file. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


DOCUMENTATION 


¢ Continued emphasis should be placed on 
bringing the level of documentation up to 
minimum standards for users and operations 
personnel. 


JOB ACCOUNTING AND BILLING 


¢ Consideration should be given to adopting a 
uniform policy with respect to billing client 
departments for computer systems develop- 
ment, in order to obviate the tendency for 
departments to request minor changes to the 
financial reporting systems, without due re- 
gard for the costs thereof. 


CONTROL OF INVENTORIES 

¢ Steps should be taken to introduce inventory 
controls over major consumable supplies in 
order to establish accountability, with respect 
to physical quantities on hand. 


COMPUTER EQUIPMENT UTILIZATION 

¢ Utilization standards should be developed 
and modifications should be made to existing 
programs so that more meaningful utilization 
Statistics can be generated with respect to 
computer equipment. 


DEPARTMENTAL COMMENTS 


Several projects are under way at the present 
time examining different methods of data input. 
No one system will satisfy the needs of all de- 
partments. The objective of our development is 
to collect and control the input data as close to 
the source as possible and thus eliminate costly 
data input handling. 


We agree with the analysis and recommenda- 
tion. Work is continuously being done on this 
question as resources are available and systems 
are being modified, but to do it quickly would 
require an additional expenditure of several 
hundred thousand dollars. In view of the limited 
resource situation, the more sensitive items are 
being redocumented as a first priority. 


This recommendation is consistent with the pol- 
icies of the Financial Service Wide Application 
Centre to charge for financial reporting services. 
Recent improvements to the Financial Report- 
ing System will more readily accommodate mi- 
nor financial system changes. Further work will 
be carried out to measure utilization by client to 
effect cost recovery for financial systems. The 
computer system accounting routine is being 
improved to charge clients on a more equitable 
basis. 


Inventory suspense accounts and the release of 
consumable supplies on reported usage has now 
been introduced. Additional steps will be taken 
to set out the procedures for the reporting and 
accountability of physical quantities on hand. 


The computer utilization statistics now available 
are adequate for computer operations manage- 
ment purposes. It is agreed that statistics which 
are more useful for general management pur- 
poses should be produced regularly. Planning 
for production of such statistics is currently un- 
der way. A contract with the computer manufac- 
turer has been signed for a series of training 
courses to improve the efficiency of operators 
and managers. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


INTERNAL AUDIT 


¢ Financial audit coverage should be thor- 
oughly reviewed to ensure that all significant 
areas are subject to audit and that the audits 
are performed with sufficient frequency. 


¢ The Management Audit Branch should carry 
out regular reviews of Audit Services Bureau 
audit programs and working papers to ascer- 
tain that the audit coverage provided meets 
the agreed standards. 


AUDIT COMMITTEE 


¢ An audit committee should be established to 
ensure that adequate scope and coverage is 
considered with respect to internal financial 
audit. 


MAIN ESTIMATES AND BUDGETS 


¢ Budgets should be adjusted promptly to reflect 
changes authorized by sector Management 
Committees in order to make subsequent 
comparisons with actual expenditures more 
meaningful. 


¢ Regular analyses of the differences between 
budgeted and actual expenditures should be 
prepared for all levels of management, based 
on performance measurement criteria which 
are available or are in the course of being 
implemented within the services sectors. 


FINANCIAL REPORTING 


¢ The Operational Services sector should pro- 
ceed with its plans to introduce INFORM, a 
cost-based product management reporting 
system designed to meet the information re- 
quirements of all levels of management. 


¢ A study should be carried out to determine the 
feasibility of incorporating the supplementary 
information systems existing in the Manage- 
ment Services sector into the Financial Re- 
porting Services system. 

¢ Continued efforts should be made to improve 
the month-end accrual procedures so that re- 
ports are more useful to responsibility centre 
managers. 


DEPARTMENTAL COMMENTS 


The financial audit and all other areas of audit 
coverage are being reviewed to ensure sufficient 
scope, coverage and frequency. 


A regular review of Audit Services Bureau audit 
programs and working papers will be instituted 
to ascertain that the audit coverage provided 
meets with agreed standards. 


The Senior Management Committee will as- 
sume the role normally attributed to an Audit 
Committee. 


Copies of minutes recorded will be forwarded to 
the Financial Advisor immediately following 
the decision by management. Existing budget 
amendment procedures are well documented 
and monthly financial management reports in- 
clude budget adjustments. 


A procedure is being prepared to set out guide- 
lines for variance reporting for all levels of man- 
agement. A formalized reporting format will be 
developed and variances reported to successively 
higher levels of management. 


Introduction of Inform system is proceeding 
apace. Product cost reports are now being pro- 
duced. Report specifications for processing of 
overhead and EDP rate structures are being in- 
troduced. Initial product reports will be dissemi- 
nated to all levels of management. 


Agree that a study should be undertaken al- 
though some integration of systems is already in 
place within Management Services Sector. 


New accrual procedures have been prepared and 
disseminated for 1975-76. Briefings and moni- 
toring of results are taking place to improve reli- 
ability and usefulness of information. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Personnel employees responsible for process- 
ing payroll input data should be made aware 
of the impact that delays in processing em- 
ployee transfer data have on the usefulness of 
financial reports and every effort should be 
made to improve the priority of recording 
these transactions. 
¢ Procedures should be established to ensure 
that recipients of Financial Reporting Ser- 
vices reports review them and identify errors, 
omissions and inaccuracies in the data pro- 
vided so that timely corrections may be made. 


* Consideration should be given to distributing 
the Financial Reporting Services reports di- 
rectly from the data centre to the responsibil- 
ity centre managers to improve their 
timeliness. 


DEPARTMENTAL COMMENTS 


Agreed. A joint team of personnel and financial 
people will be established to set standards and 
monitoring processes to improve the timing of 
payroll input data. 


Guidelines for all management levels setting out 
reconciliation procedures for budgetary and 
expenditure data are being prepared. Omissions, 
errors and inaccuracies will be highlighted. 


We agree and negotiations are being carried out 
with our Financial Reporting Services Division 
of the Government of Canada Accounting 
Branch for direct distribution of statements to 
all Responsibility Centres. 
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DEPARTMENT OF SUPPLY AND SERVICES 
SUPPLY PROGRAM — SUPPLY REVOLVING FUND 


Observations and Recommendations as at June 1975. 


Departmental Comments as at August 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCE/ 
ACCOUNTING FUNCTION 


The Comptroller’s role should be defined to 
ensure that he has ultimate authority and re- 
sponsibility for approval of financial account- 
ing systems and functions. This applies 
whether the reporting relationship of financial 
managers at all levels in Supply Administra- 
tion is defined to be in the nature of functional 
authority or of direct line authority to him. 

In the course of our examination, some in- 
stances of duplication of accounting functions 
were noted. 


The extent of and the reasons for duplication 
of accounting functions should be determined 
and duplication be eliminated. 


Responsibility for accumulation of informa- 
tion for operating forecasts and rate review 
submissions should be assigned to the Comp- 
troller’s Branch. The Comptroller should then 
make recommendations to the Management 
Committee on rates required and on adjust- 
ments to operating budgets after reviewing 
financial plans with the Supply Planning Sec- 
tor to ensure that they conform to longer-term 
objectives and plans of Supply 
Administration. 
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DEPARTMENTAL COMMENTS 


Agreed. The Department is currently reviewing 
the findings of consultants who have completed 
an organizational review of the Comptroller’s 
Branch. As a second phase of this study, the 
extent and details of the Comptroller’s Func- 
tional authority within the Department are to be 
clearly defined. 


The Department will determine the extent of 
any duplication of accounting functions and 
eliminate it. The reviews of financial functions 
and systems now under way will contribute to 
achieving this objective. 

These decisions are considered to be the respon- 
sibility of departmental management. Responsi- 
bility for the accumulation of financial informa- 
tion for operating forecasts and rate review sub- 
missions rests with the FMAs in each of the 
ADM Services. Recommendations regarding 
Corporate Policy based on this information is 
the responsibility of the Supply Planning Sector 
and therefore there is no apparent reason to 
change our present system. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Supply Administration should adopt a com- 
prehensive standard of responsibilities for 
each group involved with its computerized 
systems, allocating responsibility and author- 
ity to specific groups for identified functions 
during the process of development of systems 
and throughout their continuing operation. 


DELEGATION OF AUTHORITY 

¢ Forms used to delegate financial authority 
should be completed as soon as possible and 
the section of the Administration Manual per- 
taining to signing authorities should be 
updated. 

¢ Services Sectors’ payment offices should be 
advised immediately of current approved pay- 
ment authorities under Section 26. 

¢ A system for maintaining specimen signature 
cards on a current basis should be 
implemented. 

¢ The current delegation inadvertently restricts 
authority for certification of receipts of goods 
on inventory acquisition and replenishment. 


Authority with respect to certification of 
goods received into Stocked Item Supply 
should be delegated to positions where such 
authority can be meaningfully exercised. 


Section 27 authority (except for Stocked Item 
Supply purchases) should be delegated to the 
operating branches of Supply Administration 
and the Comptroller’s Branch should be re- 
sponsible for reviewing these approvals and 
for certification of payment authority under 
Section 26 of the Financial Administration 
Act. 
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DEPARTMENTAL COMMENTS 


On June 26, 1975, the DM (Supply) Manage- 
ment Committee approved the Supply Adminis- 
tration Systems Action Plan which details the 
comprehensive standard of responsibilities for 
systems. The Systems Action Plan includes iden- 
tification and documentation of existing systems 
showing responsibilities for inputs, processing, 
quality assurance and outputs; the development 
of procedures to ensure smooth operations; the 
promulgation of procedures for Systems Devel- 
opment and the identification of responsibility 
for the assigning of priorities; and the assign- 
ment of a Systems Manager from among the 
users, the prime user or Office of Primary Inter- 
est, who has control over authorized changes. 


Agreed. The forms will be completed shortly and 
the updating of the Administration Manual is 
almost finalized. 


Agreed. This is in process of completion. 


Agreed. The system has been designed and is in 
the final stages of implementation. 


Agreed. Steps are being taken to correct the 
anomalies by expanding the delegated authority 
in the Stocked Item Supply System. 


Agreed. Signing authority for Section 27 will be 
delegated to those responsible to verify that the 
work has been performed and/or the supply of 
goods or the rendering of services has been 
performed. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


CENTRALIZED PAYMENT PROCESS 
(DIRECT SHIPMENTS) 
¢ For both commercial printing services and Agreed. An independent review will be made to 
other direct shipments of the Supply Program, _ evaluate both situations. 
an independent study should be undertaken to 
determine whether it would be more economi- 
cal and practical to give the functional respon- 
sibility for the verification and payment of 
suppliers’ invoices to the customer depart- 
ments and agencies. 


This study should take into account the veri- 
fication and payment procedures which are 
carried out on those accounts by each cus- 
tomer department. 

¢ If conclusions resulting from the study recom- _ Agreed. 
mended above are that the existing central- 
ized payment process should be continued, 
then a standard form recognizing Section 27 
authority with respect to receipt of goods 
should be developed for use by all customer 
departments both in their own verification 
and payment procedures and as advice to 
Supply Program personnel that goods have 
been received. Primary responsibility for the 
internal control processes relating to use of 
this standard form should rest with customer 
departments. 

* Instructions dated March 21, 1975, from the This matter will be reviewed for appropriate 
Comptroller’s Branch permitting payment of action. 
printing services’ suppliers’ invoices based on 
a signed delivery slip accompanying the sup- 
plier’s invoice should be _ rescinded 
immediately. 


EXPENDITURE CONTROLS — GENERAL 
ACCOUNTING DIVISION 


¢ The present system for recording commit- Agreed. Now discontinued. 
ments of the Supply Revolving Fund branch 
operating costs should be discontinued. 


¢ Responsibilities between line branches and Agreed. 
the General Accounting Division with respect 
to the verification of invoices and _ travel 
claims, maintenance of supporting records, 
preparation of cheque requisitions and certi- 
fication thereof should be clearly established 
by the Comptroller. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The records which are kept by General Ac- 
counting Division personnel of errors obs- 
erved in the pre-audit function should be re- 
viewed periodically by that Division Chief 
and reported to the Comptroller in order to 
ensure that recurring errors are identified and 
to assess the effectiveness of the verification 
process. 
¢ Transmission of cheques to payees through 
departmental officers should be restricted to 
those approved by the Deputy Minister as rec- 
ommended by the Treasury Board. The 
Comptroller should establish appropriate con- 
trols on the handling of these cheques. 


EXPENDITURE CONTROLS — FINANCIAL 
SERVICES DIVISION 


¢ The verification of receipts of goods within 
the computerized Stocked Item Supply System 
is achieved by the automatic matching of re- 
ceipt voucher data with relevant invoice data. 


In order that the clerical staff exercising Sec- 
tion 27 authority may place reliance on this 
automatic verification process, control should 
be exercised over the signatures on receipt 
vouchers input to the system. 


e There appears to be a lack of understanding 
of responsibilities related to Section 26 certi- 
fication of accounts for inventory acquisition 
and replenishment and for direct shipment 
and traffic management services due to the 
fact that recoveries for such accounts are made 
from customer departments and will be sub- 
ject to verification at that point. 


The responsibilities of the financial officers 
exercising payment authority under Section 
26 should be clearly established and all sup- 
porting documents should be available to 
them prior to exercising this authority. 


Procedures in place in each of the Traffic 
Management Services with respect to verifi- 
cation of accounts should be assessed by the 
Comptroller, following which consideration 
should be given to delegating Section 27 au- 
thority to the appropriate service, where it is 
in effect being exercised at the present time. 

A review should be undertaken of the post- 
audit routine followed by Central Travel Ser- 
vice in order to assess its adequacy and to 
establish guidelines and priorities where 
necessary. 


DEPARTMENTAL COMMENTS 


Agreed. The current arrangements will be 
changed to formal reporting on a monthly basis. 


Agreed. This is being implemented in accord- 
ance with the Treasury Board requirements. 


Agreed. Test checks will be made periodically 
and will be independently monitored by the 
Supply Audit Branch. 


Agreed. A review of procedures will be made to 
provide adequate care in the exercising of pay- 
ment authority under Section 26. 


Agreed. 


Agreed. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Prior to being forwarded to the Services Of- 
fice, fully certified cheque requisitions should 
not be returned to clerical staff responsible for 
Section 27 certification and for maintenance 
of register of batch totals. 


CONTROL OF PAYROLLS 


¢ The person exercising Section 26 authority for 
changes to payroll must have adequate infor- 
mation in order to review documents 
meaningfully. 


The Comptroller, through branch financial 
officers in co-operation with personnel offi- 
cers, should establish and maintain adequate 
controls over the pay function. 


CONTROL OF INVENTORIES 

¢ Supply Administration should give priority to 
the establishment of optimum inventory levels 
and to clarifying the responsibility for man- 
agement of these. 


¢ The majority of inventory value of Stocked 
Item Supply should be counted and reconciled 
once each year to conform with the policy 
adopted by the Comptroller in February 
1975. The Comptroller’s Branch should be 
responsible for monitoring physical inventory 
procedures. 


CONTROL OF ADVANCES 


¢ Responsibility for maintenance of standing 
and travel advance records among the Gen- 
eral Accounting Division, the Financial Ser- 
vices Division and a number of branches 
where records are being maintained should be 
clarified and should be assigned where this 
responsibility can be most meaningfully 
exercised. 

¢ Procedures should be instituted to provide for 
the regular reconciliation of the subsidiary 
records of advance with fiscal account 
balances. 
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DEPARTMENTAL COMMENTS 


Agreed. Now rectified. 


The immediate problem has now been corrected 
and it is agreed that the Comptroller should par- 
ticipate in the establishing and maintaining of 
adequate controls over the pay function. 


Optimum inventory levels have been established 
based on a combination of inventory carrying 
costs, order costs, anticipated usage and the nec- 
essary safety stocks required to meet service level 
objectives. The responsibility for the determina- 
tion of these levels was established and imple- 
mented April 4, 1975. 


It is agreed that the majority of the inventory 
value should be counted and reconciled annually 
and the Comptroller should advise on and ap- 
prove stocktaking procedures. Supply Audit will 
monitor these stocktaking procedures. 


In the recent triennial stocktaking at the Capital 
Region Supply Centre, the Supply Audit Branch 
observed on the stocktaking system and recon- 
ciliation procedures. The procedures utilized 
were found to be both effective and efficient. 


Agreed. 


Agreed. This will be reviewed and where weak- 
nesses exist, monthly reconciliation procedures 
will be instituted. 


OBSERVATIONS AND 
RECOMMENDATIONS 


CAPITAL ASSETS (Articles in Use) 


Responsibilities of Material Management 
Division and the Comptroller’s Branch with 
respect to capital asset records should be 
clearly established and duplication of records 
eliminated. 

Regular reconciliations should be effected 
between the subsidiary capital asset records 
and expenditures records with respect to capi- 
tal assets acquired through departmental ap- 
propriation (Services and Administration) 
and those acquired through the Supply Re- 
volving Fund. Reconciliation should also be 
effected with the Supply Revolving Fund gen- 
eral ledger (capital asset account). 

The following features should be incorpo- 
rated, as a minimum, in the Capital Assets 
Control System which is being developed: 


inventory listing by responsibility centres 
which should be forwarded to responsibility 
centres and maintained on a current basis, 


procedures for prompt adjustment of re- 
cords on disposal or transfer of assets, and 


periodic physical verification. 


INTERNAL AUDIT 


Financial auditing within the Supply Pro- 
gram has in the past been limited and, in par- 
ticular, has not included reviews and evalua- 
tions of computer-based systems, payroll pro- 
cedures and practices and regional supply 
centre operations. 


Financial: audit coverage should be thor- 
oughly reviewed to ensure that all significant 
areas are subject to audit and that the audits 
are performed with sufficient frequency. 


DEPARTMENTAL COMMENTS 


An effective Capital Assets Inventory Control 
System has now been developed. The recom- 
mendations of the Auditor General’s evaluation 
team will be reflected in the final report to man- 
agement on this subject prior to implementation. 


Same as above. 


Same as above. 


Agreed. Now in effect. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Responsibility for assessment of audit require- 
ments and control of audit work required on 
division of the Comptroller’s Branch which 
serve both the Supply and Services programs 
should be assigned either to Services Manage- 
ment Audit Branch or to Supply Audit 
Branch. 


¢ The audit group assigned responsibility for 
audit coverage of the Comptroller’s Branch 
should also be responsible for audit of the 
Administration Program of the Department. 


¢ The Supply Audit Branch with respect to any 
audits contracted with Audit Services Bureau 
should carry out regular reviews of relevant 
audit programs and working papers to ascer- 
tain that the audit coverage provided meets 
with the standards agreed upon. 

¢ A departmental audit committee should be 
established as recommended in the Treasury 
Board Guide on Financial Administration. 


REVENUE DEPENDENCY AND 
BUDGETARY CONTROL 


¢ The breakdown objective for the Supply Re- 
volving Fund should be extended to apply to 
sectors, product centres and other responsibil- 
ity centres such as Regional Supply centres. It 
may be expected that refinements of the acqu- 
isition rate structure will result. Reasons for 
deviation from that break-even objective in 
the case of specific product centres or regional 
supply centres should be documented and 
approved by the Management Committee. 


DEPARTMENTAL COMMENTS 


The requirement for audit of the Comptroller’s 
Branch and the Administration Program of the 
Department is directed by Treasury Board. The 
method used to accomplish this is a departmen- 
tal responsibility. Audit of the Comptroller’s 
Branch and other elements of the Central Sup- 
port Sector is conducted jointly by the Supply 
Audit Branch of the Supply Administration and 
the Management Audit Branch of the Services 
Administration. When audits are contracted for 
they are conducted under the joint aegis of these 
Branches and the cost of such contracts are 
equally shared by the two Administrations. It is 
agreed that the two Deputy Ministers should act 
in concert to ensure that audits are carried out 
and recommendations followed. 


Same as above. 


Agreed. Now in effect. 


The requirement for a departmental audit com- 
mittee is not included as a directive in the Trea- 
sury Board Guide. This is accomplished by hav- 
ing the DM (Supply) Management Committee 
perform the function. All of the suggested re- 
sponsibilities for assignment to a departmental 
audit committee are performed by the DM 
(Supply) Management Committee. The Director 
of the Supply Audit Branch is an ex-officio 
member of this committee. 


Departmental Senior Management in principle 
favours the application of the break-even objec- 
tive at the output service level and we are mov- 
ing towards this objective. Careful consideration 
will be given in future to the possibility of apply- 
ing this principle to Product and Regional 
Centres. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Estimates of man-year resources required and 
implicit in the rate review submission to the 
Treasury Board Secretariat should be included 
in that submission and should be approved by 
the Treasury Board at the same time as rates 
are established. 


¢ Rules governing the rate review submission, 
appendices to that submission and other in- 
formation requirements should be established 
by Treasury Board Secretariat and agreed to 
by Supply Administration management. 


¢ Forecast man-year requirements by operating 
service of the Supply Revolving Fund and re- 
lated to current year expenditure forecasts 
should be shown in the Main Estimates to- 
gether with those expenditure forecasts. 


DEPARTMENTAL COMMENTS 


Customer departments receive notification of 
their budget levels for the new fiscal year by the 
Estimates Target letters which are sent out in 
early August. Under this arrangement it is not 
possible for the Supply Administration to deter- 
mine its anticipated business volumes until Sep- 
tember at the earliest whereas the Rate Review 
submission must be submitted by the end of July 
in order that customers can allow for our 
charges in their Main Estimates submissions. As 
a result the forecast of business volumes used for 
Rate Review purposes is very preliminary and is 
not sufficiently accurate for the determination of 
man-year levels. It is only after approval by 
Treasury Board of customer expenditure levels 
that the Supply Administration can realistically 
predict its man-year requirements based on ap- 
proved levels of expenditures. This situation 
does not invalidate the proposed rate structure 
as variations in the approved levels of expendi- 
ture are compensated for by tighter controls on 
the Supply Administration budgetary levels to 
ensure a break-even position. The Supply Ad- 
ministration intends to provide visibility over 
the man-year and the salary costs for each of the 
output services at the time of Rate Review and is 
investigating the implications of combining the 
man-year submission with the rate submission. 

The format and content of the Rate Submission 
has been established by agreement with the 
Treasury Board Secretariat. Discussions will be 
initiated with Treasury Board to develop formal 
and comprehensive guidelines and instructions. 


The Main Estimates show the Treasury Board 
authorized man-years rather than the antici- 
pated man-year requirements. The Supply Ad- 
ministration could include a forecast man-year 
requirement figure in Main Estimates for infor- 
mation purposes only. 

This however will have to be negotiated with 
Treasury Board. 


pie d/ 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Rates charged in 1975-76 fiscal year should 
be revised during the year to conform with the 
break-even objectives. 


* Management should agree with Treasury 
Board on whether or not rates for those ser- 
vices which are incurring losses should be re- 
vised or whether new arrangements with cus- 
tomer departments should be made to assure 
conformity to the break-even objectives of 
revenue dependency. 


Various proposed charges for 1975-76 fiscal 
year amounting to $1.5 million for services to 
be provided by one organization to another 
within Supply Administration are not yet 
agreed. 


The disposition of these charges should be re- 
solved and decisions should be taken on the 
need for applicable resources. 


DEPARTMENTAL COMMENTS 


The break-even objective established for the 
Supply Revolving Fund is reviewed annually as 
part of the Rate Review. The rate review process 
is complex and absorbs much time and effort by 
Customer Departments, the Supply Administra- 
tion and Treasury Board. To revise the rates 
during the year to account for surpluses or short- 
falls in business volumes from forecast would be 
extremely difficult as in many instances short- 
falls in one quarter are offset by unexpected sur- 
pluses at a later date in the fiscal year. These 
timing problems often stem from cash flow 
problems encountered by client departments and 
are corrected as the year progresses. In addition 
the customer departments would incur consider- 
able confusion in the evaluation of Supply Ad- 
ministration charges if the rates were to be 
changed more than once a year. In recognition 
of price fluctuations which change the rate of 
return it has been our practice to authorize rate 
discounts in selected areas. 

Management, in conjunction with Treasury 
Board, does take steps to reach conclusions with 
respect to the continuation of those output ser- 
vices which continue to operate at a loss. This is 
normally done during the annual Rate Review. 


The disposition of charges initially totalling $1.5 
million included in the 1975-76 operational 
budgets has now been resolved to the point 
where they will have no major impact on the 
resource requirements of the Supply 
Administration. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ A review should be made of the man-year 
resources in operating budgets to determine 
where control may be tightened since it is un- 
likely that all man-years in budgets could be 
utilized. 


FINANCIAL REPORTING 


¢ The methods and procedures for processing 
financial transactions and producing financial 
information on computer facilities should be 
simplified in order to improve timeliness of 
reporting and to improve’ ease of 
reconciliation. 

¢ Preparation of the Product Line Statement 
should be discontinued unless ways can be 
found to improve its accuracy and usefulness 
to Science and Engineering Procurement Ser- 
vice and Corporate Management Service op- 
erating managers since other adequate state- 
ments are available for these services. 


¢ Financial reports available from computer are 
distributed through the General Accounting 
Division and Financial Management Ad- 
visors before they are sent to operating 
managers. 


These reports should be distributed directly to 
operating managers from the Financial Re- 
porting Services Branch rather than being dis- 
tributed through other groups. 


¢ Administrative officers and financial groups at 
the branch level should be responsible for 
gathering accrual information necessary for 
preparation of month-end statements. 


¢ A review should be performed to determine 
why delays occur in reporting freight and 
travel expenditures on financial statements 
and why some branches intend to maintain 
their own records of travel expenditures. 


DEPARTMENTAL COMMENTS 


Under the present system of revenue depen- 
dence, managers are required to control their 
expenditures in step with the actual revenue re- 
ceived in order to remain within their approved 
operating margins. This in turn controls the uti- 
lization of man-year resources since salary costs 
form the major portion of operating expenses. 
The Management Committee reviews the over- 
all strength and man-year utilization levels on a 
monthly basis to ensure conformance with the 
Treasury Board approved levels. In addition, 
man-year and expenditure levels in operating 
budgets will be reviewed and adjusted by the 
Management Committee within the Treasury 
Board authorized level at the mid-point of the 
fiscal year, when business volumes and resource 
requirements have been more clearly defined. 


Previous reviews have been made and timeliness 
improved. Further efforts will be made to sim- 
plify the system. 


This statement has had some limited utility in 
certain areas but is essential in others because it 
provides information not otherwise available in 
management reports, and must therefore be con- 
tinued. With refinements in coding, its accuracy 
and utilization has increased. 


Agreed. Arrangements are being made to effect 
this automatic distribution where feasible. 


Agreed to in principle. At present a problem 
exists in having all information correctly coded 
and made available on the due date. Efforts will 
be made to develop a system to overcome these 
difficulties. 


Agreed. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
Lengthy delays occur in the processing of pay- 
roll additions and changes. These delays affect 
the accuracy of financial statements produced. 


A review should be performed to determine 
the causes of delays in processing transfers of 
staff. 

One basis for reporting acquisition fees on 
operating managers’ financial statements 
should be adopted and agreed to in order to 
avoid time spent in discussions on this issue. 


Responsibility should be assigned and proce- 
dures should be developed to ensure monthly 
reconciliations of financial management re- 
ports to the Supply Revolving Fund general 
ledger. 

The nature and extent of duplication of prepa- 
ration of financial reports and operation of 
accounting systems should be determined and 
that duplication should be eliminated. 


An annual comparison of inventory costs and 
replacement costs should be made for items of 
material value to assess the impact of pur- 
chase decisions on the financial position and 
operations of the Supply Revolving Fund. 
This represents a departure from the estab- 
lished practice of recording inventories at av- 
erage cost. In accordance with generally ac- 
cepted accounting principles and since the 
Supply Revolving Fund is a quasi-commercial 
organization, inventories should be recorded 
at the lower of cost and market (i.e. replace- 
ment cost) in the annual financial statements 
of the Fund. 


Inventories of oil shown on the Defence Pro- 
duction Revolving Fund balance sheet at 
March 31, 1975, should be written down to 
the prevailing market value at that time. This 
adjustment will necessitate a further charge to 
operations of approximately $3.8 million. 


DEPARTMENTAL COMMENTS 


A review will be made by Financial and Person- 
nel officers to reduce the time now required in 
handling the documents. 


Due to normal month-end cut-offs and computer 
rejects, actual contract performance and esti- 
mated revenue produced by operating units ver- 
sus actual billed revenue will always vary to 
some extent. If variances are significant, revenue 
accruals are made in senior management finan- 
cial statements. 


Agreed. This is in process of development and 
implementation. 


A review of financial reports will be made to 
avoid duplication. 


Agreed. When price reductions of substantial 
proportions occur for items of material value, 
inventory will be devalued accordingly. 


The treatment of oil inventory was consistent 
with what has been departmental policy. It was 
shown on the balance sheet at cost and the dif- 
ference between cost and market value was re- 
corded in the Notes to the Financial Statements. 
In future, significant inventory devaluations will 
be made in current year statements. 
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DEPARTMENT OF TRANSPORT 


Observations and Recommendations as at May 1975. 


Departmental Comments as at August 1975. 


Our study of the Department of Transport included: 


The Headquarters Program 

The Marine Transportation Program 
The Air Transportation Program 
The Surface Transportation Program 


OBSERVATIONS AND 
RECOMMENDATIONS 


MINISTRY SYSTEM 


The ‘‘Ministry System’’, introduced in 1970 
to promote a “‘cohesive unified management 
system, devoted to overall planning, develop- 
ment, policy formulation, program co-ordina- 
tion and evaluation’”’, has led to uncertainty in 
the Department regarding the roles of the 
components of the ‘“‘Ministry of Transport”’ 
and the delegation of authority to manage 
programs. 

¢ The organiztional structure should be formal- 
ized and communicated so that functional and 
line relationships between the components of 
the Department and “Ministry headquarters” 
are more clearly defined and communicated. 


¢ The Transportation Council, or a like group, 
should assert a role as the overall policy and 
decision-making body in the Department. 


FINANCIAL ORGANIZATION 


The modal Administrations have developed 
independent financial systems. Proper func- 
tional relationships between the Assistant 
Deputy Minister Finance and the financial 
officers in the Administrations have not 
evolved with respect to: 
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DEPARTMENTAL COMMENTS 


> 


When it was introduced the “Ministry System’ 
was fully documented and communicated to all 
components of the system. In a large, dynamic 
organization such as Transport it is perhaps in- 
evitable that problems of co-ordination and 
communication will appear from time to time. 
The Ministry is currently reviewing its organi- 
zation, policies and procedures and the com- 
ments of the Auditor General are being given 
careful consideration. 

A Management Committee has recently been 
established to facilitate the formulation of poli- 
cies and to make recommendations to the Minis- 
ter for decision. 


OBSERVATIONS AND 
RECOMMENDATIONS 


(a) co-ordination of the design communication 
and maintenance of systems of financial 
administration, 


(b) guidance on organization, staffing and 
training of financial personnel, 


(c) review of performance evaluations of fi- 
nancial officers prepared by the managers 
to whom these financial officers report, and 


(d) review of budget priorities with regard to 
co-ordinating the total resources allocated 
to the Department. 

¢ The functional relationships between the As- 

sistant Deputy Minister Finance and senior 
financial officers within the Administrations 
should be strengthened, clarified and formally 
documented. 


¢ The “Ministry headquarters’’ financial orga- 
nization should assert a challenge role in the 
preparation of Program Forecasts and 
Estimates. 


DELEGATION OF AUTHORITIES 


Weaknesses were identified in the control of 
delegated financial authorities. 

¢ The delegation of authorities should be re- 
vised in accordance with Treasury Board di- 
rectives and guidelines giving specific atten- 
tion to the following: 


(a) formal delegation of authority to give com- 
mitment certificates under Section 25 of the 
Financial Administration Act, 


(b) a restriction that spending and payment 
authorities not be exercised by the same 
officer with respect to a particular.payment, 


(c) communication of the delegation docu- 
ments in a departmental financial manual, 
and 


DEPARTMENTAL COMMENTS 


The Department acknowledges an inadequacy 
in its documentation of the functional responsi- 
bilities and relationship between the financial 
officers of the Department that are implied in 
the day-to-day operations of its systems of fi- 
nancial administration. However, preparation of 
this documentation is well advanced and is ex- 
pected to be completed by the end of the current 
calendar year. 

A Programming and Evaluation group has been 
established within Ministry Headquarters which 
will concern itself with the continuing evalua- 
tion of Ministry Program plans and resource 
allocations and, as well, assert a challenge role in 
the preparation of Program Forecasts and 
Estimates. 


The Department’s delegation of authority docu- 
ment has been amended to incorporate the refer- 
enced recommenations and has been included in 
a Ministry Financial Manual. Maintenance of 
specimen signature cards in conformity with 
Treasury Board guidelines has been 
implemented. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


(d) improvement of the system of establishing 
and maintaining specimen signature cards 
which should conform to Treasury Board 
requirements. 


¢ The Department should request that the De- 
partment of Supply and Services co-ordinate 
its regional spending delegation with those of 
the Department in order to facilitate effective 
processing of regional expenditures. 


CONTROL OF CAPITAL CONSTRUCTION 


The Marine Administration has encountered 
problems with respect to capital assets built by 
the Departments of Public Works and Supply 
and Services in the areas of interpretation of 
the Marine Administration’s requirements 
and in the management of its financial 
resources. 


The Marine Administration should form part 
of the planning teams dealing with capital 
assets being built for the Administration by 
the Departments of Public Works and Supply 
and Services. 


DISTRIBUTION OF PAYROLL CHEQUES 


In general, payroll cheques are distributed by 
personnel staff who are also responsible for 
payroll preparation. 


The distribution of payroll cheques 
throughout the Department should be per- 
formed by Financial officers or others who 
have had no direct input into the payroll 
system. 


USER CHARGES 


Although the objectives of the various depart- 
mental programs are to provide services on a 
cost recovery basis to the maximum extent 
possible, this is difficult to achieve unless cer- 
tain changes are made which would promote 
maximization and control of revenues. 

¢ The Department should take appropriate ac- 
tion to provide for the seizure of debtors’ as- 
sets and for the assessing of interest and pen- 
alties on overdue accounts receivable. 
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DEPARTMENTAL COMMENTS 


Discussions which have taken place with the 
Department of Supply and Services regarding 
the need for compatibility of authority at the 
Regional level have resolved the problem to the 
satisfaction of the Department of Transport. 


Action is being taken to form project teams for 
all major projects; to include representatives of 
the Department of Transport as well as from the 
Departments of Public Works and Supply and 
Services. 


Action is under way to implement pay distri- 
bution procedures as recommended. 


Authority to assess interest and penalties on 
overdue accounts receivable and to seize 
debtors’ assets will require amendments to exist- 
ing legislation. The Department is taking steps 
to introduce such measures where this is feasible 
and appropriate (i.e. in proposed amendments 
to the Aeronautics Act). 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Department should institute a system 
wherein all user charges in relation to the in- 
creasing cost of providing services and facili- 
ties will be reviewed annually. In particular, 
the Department should consider establishing 
a user charge for providing ice-breaker ser- 
vices to all vessels. 


¢ The Department should adopt a system of bil- 
ling for all revenues as services are provided. 

¢ If the present system is maintained, vote-net- 
ting revenue should be made available to the 
manager who controls the assets which gener- 
ate that revenue. 


ACCOUNTS RECEIVABLE CONTROLS — 
AIR ADMINISTRATION 


¢ The three separate systems used to record and 
control revenues at the Montreal International 
Airport (Dorval) do not contribute to the re- 
alization of good internal control, are incon- 
sistent. with the prescribed procedures of the 
Administration and are evidence of a lack of 
adequate functional supervision at the 
Airport. 

¢ The Finance Branch of the Air Administra- 
tion should conduct an in-depth study of the 
various systems of accounts receivable in effect 
throughout the Administration and should 
recommend changes where necessary in order 
to ensure compliance with Treasury Board 
guidelines and with the Financial Manage- 
ment Policy and Procedures Manual. 


¢ The Dorval Airport Finance Branch should 
integrate the three systems of accounts receiv- 
able now in effect, establish a system of posi- 
tive billing for all Airport revenue and incor- 
porate charges and payments into a compre- 
hensive accounts receivable system. 


VOTE-NETTING OF REVENUE 


The vote-netting practices of the Department 
do not provide an appropriate incentive to 
maximize revenues. They contribute to the 
problems of managing cash requirements dur- 
ing the year and they tend to weaken parlia- 
mentary control. 


DEPARTMENTAL COMMENTS 


The Department agrees that annual reviews of 
user charges in relation to cost of services and 
facilities are appropriate and is currently under- 
taking such a study. 


The feasibility of the establishment of user 
charges for ice-breaking services will be given 
careful consideration in the context of the re- 
cently announced Government Transportation 
Policy. 

The Department will endeavour to ensure that 
all revenue is billed as services are provided. 


See Departmental comments re Vote-Netting of 
Revenue. 


Action has been taken to ensure that the sepa- 
rate systems of accounts receivable, each cover- 
ing a different category of revenue, are consist- 
ent with prescribed procedures and that ade- 
quate functional supervision is provided to Dor- 
val Airport. 


The Department will take measures to ensure 
that systems of accounts receivable in effect 
throughout the Air Administration are consist- 
ent with established principles of internal con- 
trol and comply with Treasury Board guidelines. 


A computerized billing and accounts receivable 
system is being evaluated in Quebec Region. 
Preliminary study indicates that positive billing 
and one integrated accounts receivable system 
can be implemented for all airports in the 
Region. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Department’s votes should be prepared 
on a gross basis with all its revenue being 
credited to revenue accounts in the Consoli- 
dated Revenue Fund rather than being segre- 
garted for vote-netting purposes unless: 


(a) the current practice wherein the Adminis- 
trations retain vote-netting revenue at 
headquarters is changed to permit the re- 
gions to spend their own revenues, 


(b) user charge rates are allowed to increase 
materially so as to more closely reflect costs, 
and 


(c) precise definitions are provided of what 
constitutes revenues available for vote-net- 
ting purposes. 


¢ The Department should not include in its cap- 
ital programs the cost of acquiring assets for 
the specific use of others. 


¢ Recoveries of overhead by the Air Adminis- 
tration from the revolving fund should be lim- 
ited solely to direct costs. 


AIR TRANSPORTATION TAX 


The allocation of the Air Transportation Tax, 
collected under authority of the Excise Tax 
Act, to the Department of Transport is ef- 
fected through the wording of the Air Trans- 
portation Program’s operations and mainte- 
nance vote. This allocation does not meet the 
criteria established by the Treasury Board 
permitting legislative adjustments in the Esti- 
mates. Further, the revenue arising from the 
tax is not separately displayed in the Depart- 
ment’s Estimates. 


DEPARTMENTAL COMMENTS 


The concepts and principles of vote-netting have 
been established by the Treasury Board and de- 
partmental practices are generally consistent 
with that policy. It is the Department’s view that 
observations relating to the feasibility of this 
policy should be referred to the Treasury Board 
for comment. 


Since revenue policy is based mainly on a sys- 
tem of national rates, it is the Department’s 
view that distribution of revenues to responsibil- 
ity centre managers would not significantly en- 
hance revenue initiatives. At the same time the 
retention of vote-netting revenue at headquar- 
ters facilitates cash management as well as pro- 
viding greater flexibility of executive decision- 
making. 


The Department does not include in its capital 
programs the cost of acquiring capital assets for 
the specific use of others except (as in the case of 
the Pilotage Authorities) where the asset is to be 
utilized by a Ministry component for the 
achievement of overall Ministry program 
objectives. 

All costs of services provided by the Air Admin- 
istration to the Airports Revolving Fund are 
considered properly chargeable to that Fund in 
accordance with paragraph 9 of Treasury Board 
Circular 1970-7. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Department should consider an alterna- 
tive method of obtaining the Air Transporta- 
tion Tax in order to disclose fully that a par- 
ticular tax is being made available for the spe- 
cific use of the Department of Transport. 
¢ The Department should reflect separately in 
its Estimates the revenue arising from the Air 
Transportation Tax. 


AIRPORTS REVOLVING FUND 


Certain major international airports of the 
Department have been financed through a 
revolving fund. Changing economic condi- 
tions and the escalating costs of airport con- 
struction and an inconsistent identification of 
assets, operations and revenues to be included 
in the fund have placed the fund in jeopardy 
aS an appropriate method of financing these 
airports. 


The Department should either wind up the 
revolving fund or make major amendments to 
ensure that it becomes a viable, self-sustained 
financial concern. The major amendments 
include the following: 


1. Remove those costs and operations which 
are not viable and self-sustaining financial 
concerns such as the Vancouver access 
bridges and the Mirabel and Pickering 
Airports. 


2. Revise the rates and fee structure for 
charges for airport facilities within the Air- 
ports Revolving Fund to reflect current 
costs and ensure that these rates and fees 
are not constrained by the establishment of 
national rates for other airports. 


3. Produce management financial statements 
for the Airports Revolving Fund on a 
timely basis. 
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DEPARTMENTAL COMMENTS 


The Department is examining with the Depart- 
ment of Finance the possible transfer of the leg- 
islative authority for the Air Transportation Tax 
from the Excise Tax Act to the Aeronautics Act. 


Details of revenue arising from the Air Trans- 
portation Tax will in future be displayed in the 
budgetary portion of Estimates. There is cur- 
rently no provision in the format of Estimates 
prescribed by Treasury Board for Revolving 
Funds to display individual items of revenue. 


The Department is evaluating alternatives for 
the operation of the Airports Revolving Fund 
for the purpose of ensuring that it remains a 
viable, self-sustaining financial concern. 


The project currently in process to develop a 
cost-recovery plan for the Air Administration 
will include a structure of fees and charges for 
facilities included in the Airports Revolving 
Fund. 


The Department will endeavour to produce 
management financial reports for the Airports 
Revolving Fund on a more timely basis. 


OBSERVATIONS AND 
RECOMMENDATIONS 


STORES WORKING CAPITAL ADVANCE 


The Department operates a Stores Working 
Capital Advance (limit $13.5 million) to fund 
operational stores for use in the Department’s 
varied and widespread operations. Account- 
ing for the stores held in the working capital 
advance is carried out through an electronic 
data processing system which does not pro- 
vide the accounting information required for 
quantity and financial controls. 


The Department should expedite the installa- 
tion of an improved accounting system for the 
Stores Working Capital Advance. 


MARITIME POLLUTION CLAIMS FUND 


The Maritime Pollution Claims Fund was re- 
cently established to meet the costs of mari- 
time pollution incidents not directly recover- 
able from the pollutor. This fund was estab- 
lished without a specific ceiling and has risen 
to $27 million. The legislation does not pro- 
vide the Department with the necessary au- 
thority to undertake some of the essential fi- 
nancial management control procedures nec- 
essary to administer the Fund properly. 


¢ The Department should propose changes in 
the legislation to: 


(a) establish a ceiling on the Fund, exclusive of 
interest earned, 


(b) establish the right of the Crown to audit 
shippers’ records, and 


(c) clarify the definition of ‘‘oil’’ cargoes on 
which premiums are payable by shippers. 


DEPARTMENTAL COMMENTS 


An improved accounting system for the Stores 
Working Capital Advance has been developed 
which is to be implemented in all stores accounts 
by April 1, 1976. 


The Department is in process of seeking legisla- 
tion which will establish the right of the Crown 
to audit shippers’ records and empower the 
Governor in Council to determine which pro- 
ducts are considered to be “‘oil’’ upon which 
premiums are payable by shippers. It is not in- 
tended to establish a ceiling on the Fund in view 
of proposed changes in the Fund which will give 
broader coverage on liability and allow easier 
access by claimants. 


A significant oil spill similar in magnitude to the 
recent one in the Japanese Inland Sea (which 
cost over $100 million in costs and claims) could 
prove the Fund to be quite inadequate at its 
present level. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Department should complete, as soon as 
possible, its system for determining cumula- 
tive payments by shippers, validity of surety 
bonds and modification of the form on which 
shippers declare their products. 
¢ The Department should consider charging the 
Fund with an annual amount equal to the 
direct costs involved in administering the 
fund. 


DEPARTMENTAL FINANCIAL AUDIT AND 
REVIEW 


The Financial Audit and Review Branch, in- 
cluded in the ‘Ministry headquarters”’ finan- 
cial organization, is not adequately staffed to 
carry out effectively the full range of audit 
functions and reviews necessary in a depart- 
ment with many diversified and decentralized 
activities in the various modes of 
transportation. 


The Financial Audit and Review Branch 
should: 


1. complete its staffing requirements as soon 
as possible, 


2. endeavour to have members of the internal 
audit staff join operational review teams on 
a project basis, 


3. complete its audit manual as soon as possi- 
ble, and 


4. expand its range of audit coverage. 


OPERATIONS REVIEW 


The operations review function carried out by 
the Air Administration is the only. such func- 
tion carried out in the Department. There are 
certain weaknesses in the manner in which 
the Air Administration conducts and reports 
on its operations reviews. 
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DEPARTMENTAL COMMENTS 


The system is now complete. 


The question of whether the Fund should pay 
costs of administration is now being considered 
by an interdepartmental committee. Their rec- 
ommendations will be given careful considera- 
tion whenever further amendments to the 
Fund’s legislative base are sought. 


The Financial Audit and Review Branch is mak- 
ing a concerted effort to complete its staffing 
requirements. 


Should operational review be established on a 
departmental-wide basis, efforts will be made to 
ensure that financial audit expertise is employed. 


The revised audit manual has been issued. 


The objective of the Branch audit program is to 
review all functions of financial administration 
in the Department annually. It is planned to 
conduct audits on as frequent and timely a basis 
as possible. 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Air Administration should consider pro- 
viding the operations review unit with full- 
time staff on a cyclical basis. 


¢ Operations review guidelines should refer to 
the need for standards of materiality, accepted 
levels of operational performance, statements 
quantifying potential savings or cost increases 
arising from findings and a requirement that 
recommendations be included as an integral 
part of the reporting process. 


ESTIMATES PRESENTATION 


The program description for the Marine 
Transportation Program was reduced from 17 
activities in 1970-71 to the present 4 activities 
resulting in a Significant reduction of that pro- 
gram’s visibility to Parliament. As well, capi- 
tal projects listed in the Air Program’s Esti- 
mates are not appropriately informative. 


¢ The Department should consider revising the 
activity structure under the Marine Program 
to disclose more adequately the activities actu- 
ally carried out. 

¢ The listing of major capital projects in each 
year’s annual Estimates should more precisely 
describe the facilities to be constructed or 
acquired. 


CANADIAN COAST GUARD 


The term “‘Canadian Coast Guard”’ came into 
use in 1962 but no legislation was passed by 
Parliament to give the Coast Guard any for- 
mal terms of reference, define its objectives or 
regularize its organizational structure. The 
Coast Guard is not reported in the Public 
Accounts, nor is its projected cost of operation 
identified in the Estimates presented to 
Parliament. 


The Department should seek to formalize the 
operations of the Canadian Coast Guard, de- 
fine its role and establish its objectives so that 
uniform standards of operations and report- 
ing might be established. 
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DEPARTMENTAL COMMENTS 


The Air Administration considers that the pre- 
sent system of using seconded personnel rather 
than full-time staff is preferable, in that this ar- 
rangement provides training and a broadening 
exposure for a significant number of individuals 
of a high level of competence in their own field, 
who continue to be involved in operating 
activities. 

The main function of Operations Review in the 
Air Administration is considered to be problem 
identification. The established policies, stan- 
dards and procedures of each functional area are 
used as a basis for reviewing operations and the 
managers of the operations under review are 
responsible for corrective action and follow-up. 


The activity structure under the Marine Pro- 
gram is under study with a view to revision and 
refinement. 


Every effort will be made to provide more in- 
formative and descriptive project titles for major 
capital projects listed in Estimates. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Operations of the Coast Guard fleet should be 
developed as an activity of the Marine Ad- 
ministration and should be reported in the 
Estimates and the Public Accounts in order to 
display properly this significant departmental 
activity. 


FINANCIAL REPORTING 


Operational and financial officers presently 
carry out variance analysis wherein actual 
financial results are compared with budget 
information. However, responsibility centre 
managers have not generally discharged their 
ultimate responsibility in explaining variances 
and the corrective action taken where 
necessary. 


Responsibility centre managers should play a 
greater role in the area of explaining budget 
variances and in instituting corrective action 
where necessary. 
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DEPARTMENTAL COMMENTS 


The Marine Services has been re-named Cana- 
dian Coast Guard and what was formerly the 
Coast Guard is now the Coast Guard fleet. The 
fleet is a separate resource which supports the 
various Marine activities and as such, its costs 
are allocable to each activity which it supports. 
Consideration is being given to making the cost 
of fleet operations more visible in both the Esti- 
mates and Public Accounts. 


The Department will take action to obtain 
greater participation by responsibility centre 
managers in explaining budget variances and 
instituting corrective action. 


UNEMPLOYMENT INSURANCE COMMISSION 


Observations and recommendations as at July 1975. 


Commission’s Comments as at July 1975. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCE/ 
ACCOUNTING FUNCTION 


¢ In April 1975, pursuant to organization 
changes in the Commission, the position of 
the Designated Financial Officer was given 
additional responsibilities. 


The Commission should make every effort to 
ensure that the broad responsibilities given 
the Executive Director, Services do not detract 
from the effectiveness with which the financial 
function is now carried out within the 
Commission. 


The functional direction provided by senior 
financial officers should be clearly reflected in 
job descriptions so that changes in personnel 
do not cause changes in_ working 
relationships. 


FINANCIAL CONTROL OF REVENUES 
AND EXPENDITURES 


¢ Documentation of head office accounting and 
clerical procedures should be completed in 
detailed form and evaluated by senior finan- 
cial officers to determine their effectiveness. 


¢ Financial services clerks prepare reconcilia- 
tions of various financial accounts such as the 
Commission’s record of cash deposits to the 
Department of Supply and Services records. 
These reconciliations do not appear to be re- 
viewed or approved by senior headquarters 
financial staff. 


Reconciliation review procedures should be 
established to ensure that accounting reconcil- 
iations are reviewed by the appropriate level 
of senior financial officer and that evidence of 
this review is provided. 
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COMMISSION’S COMMENTS 


To provide for a greater degree of decentrali- 
zation to the regions, the Commission, following 
an extensive organizational study, made a num- 
ber of organization changes. One grouped a 
number of functions under the Executive Direc- 
tor, Services to combine the responsibilities for 
human and financial resources. The Commission 
feels this change will improve its effectiveness 
and efficiency. 

The job descriptions will be amended to describe 
more clearly the functional direction now being 
provided. 


This documentation is being prepared and is 
expected to be completed by December 31, 1975. 


A formal will be 


implemented. 


approval procedure 


OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The format of key reconciliations and a mas- 
ter list of reconciliations should be established 
and provided by senior financial officers for 
the use of financial services clerks. 
¢ The Commission should ensure that it adheres 
to its policy of preparing monthly reconcilia- 
tions of its cash balances to the Department of 
Supply and Services records. 
¢ The Commission should prepare periodic rec- 
onciliations of its outstanding warrants bal- 
ance to the figures supplied by the Depart- 
ment of Supply and Services. 


¢ The headquarters financial staff should obtain 
and review the periodic aged analyses of out- 
standing warrants provided by the Depart- 
ment of Supply and Services. 

¢ The memorandum control accounts for ac- 
counts receivable arising from benefit over- 
payments maintained in the regions are not 
incorporated in the general ledger and, for 
general ledger and financial statement pur- 
poses, overpayments are recorded on a cash 
basis only when they are collected. 


Benefit overpayments and related transactions 
should be recorded in general ledger control 
accounts, sub-divided by region. 

¢ The Benefit and Overpayment File and over- 
payments receivable computer files comprise 
subsidiary records for benefits paid and over- 
payments receivable respectively. Some types 
of transactions are not recorded in the subsid- 
iary records but are recorded in the general 
ledger; others are subject to timing differences 
and some transactions are recorded on a sin- 
gle entry basis at the regional level. 


The Commission’s financial accounting prac- 
tices should be modified to provide for record- 
ing during the year of all accounting transac- 
tions processed on Benefit and Overpayment 
Files and for establishment of month-end cut- 
off procedures. 


¢ The benefits-paid account in the general 
ledger of the Commission should be recon- 
ciled monthly to the Benefit and Overpayment 
File. 

¢ Control accounts should be maintained in the 
books of the Commission for employee ad- 
vances and reconciled periodically to the subs- 
idiary record. 


COMMISSION’S COMMENTS 


Reconciliation procedures will be formalized. 


Control procedures will be introduced to ensure 
adherence to the policy. 


The present annual reconciliation will be supple- 
mented by quarterly reconciliations of the out- 
standing warrants. 


The Systems Group and Benefit Control Officers 
of the Commission investigate outstanding war- 
rants. This will be supplemented by a regular 
review by the financial staff. 


A combined systems and financial review of this 
recommendation will be undertaken. 


A combined systems and financial review of this 
recommendation will be undertaken. 


Implementation of this recommendation is de- 
pendent on the results of the review described 
above. 


Procedures will be implemented to ensure ad- 
herence to the policy on maintaining control 
accounts for employee advances. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ The Commission should ensure that senior 
regional pay centre managers are monitoring 
the reconciliation of key computer printouts. 
¢ The Commission’s financial manual should 
include employee payroll procedures applica- 
ble on a Commission-wide basis but also 
adaptable to regional needs. 


FINANCIAL REPORTING 


¢ The Commission should include prior period 
adjustments that are not material in the State- 
ment of Revenue and Expenditure. If the cur- 
rent policy concerning prior period adjust- 
ments is maintained the comparative prior 
period’s statement should be restated to reflect 
the adjustments. 

¢ Comparative figures should be provided for 
the Statement of Deficit. 

¢ The notes to the financial statements should 
disclose details of the changes in the accounts 
receivable due to overpayment of benefits and 
details of the calculation of the amount recov- 
erable from Canada. 


COMMISSION’S COMMENTS 


Formal approval 
implemented. 


procedures will be 


These procedures will be incorporated into the 
Commission’s financial manual. 


This subject is part of a review of accounting 
practices to be undertaken jointly by representa- 
tives of the Auditor General’s Office and the 
Commission. 


As above. 


As above. 
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MINISTRY OF STATE FOR URBAN AFFAIRS 


Observations and Recommendations as at December 19, 1974. 
Departmental Comments as at June 30, 1975. 


The study covered only the Ministry of State for Urban Affairs, Votes 1 and 5. Central 
Mortgage and Housing Corporation and National Capital Commission are separate organi- 
zations which were not included in the study. 


OBSERVATIONS AND DEPARTMENTAL COMMENTS 
RECOMMENDATIONS 


ORGANIZATION OF THE FINANCE/ 
ACCOUNTING FUNCTION 


With the present structure, size and opera- 
tional nature of the Ministry it is evident that 
the use of a centralized financial function is a 
practicable arrangement and is conducive to 
ensuring effective and efficient management 
and control of the financial aspects of the 
Ministry’s operations. 


The effectiveness of this organizational ar- Because the financial services are centralized, 
rangement, however, has been reduced as a frequent contacts are made with the Wings to 
result of a lack of a collective and coordinated _ establish their requirements. Advice is given to 
effort by the various members of the Ministry —_ them on all aspects of financial management and 
with respect to financial management and control. 

control. The Wings and Administrative sec- 

tions appear to be isolated from specific re- 

sponsibilities and requirements without due 

consideration and involvement of other sec- 

tions. Each unit is left on its own to devise and 

develop what it considers necessary in the way 

of financial management and control systems. 

This could lead to inconsistencies and weak- 

nessess in internal control as well as unneces- 

sary duplication of effort. 


Each Wing of the Ministry should designate Agreed. This is now done on an ad hoc basis, 
an individual at the managerial level, with and will be formalized. 

appropriate qualifications, to be the financial 

representative of that Wing. 

* A committee comprising the Director, Fi- Agreed. This committee cannot be restricted to 
nance, Personnel and Administration, his the two Wings as the other independent 
three chief officers and the financial represent- —_ branches must also be accommodated. 
atives of the two Wings should be formed to 
deal with financial and other administrative 
matters affecting the operation of the Wings. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


POSITION DESCRIPTIONS 


¢ Once the present descriptions of staff outside 
the Financial Services Section who have fi- 
nancial responsibilities have been updated, 
they should be reviewed on a regular basis, 
with greater emphasis being placed on the 
financial aspects of the position. 


COMMUNICATION OF FINANCIAL 
REQUIREMENTS 


¢ The present system depends on a substantial 
amount of information and knowledge being 
retained by individuals which is not being 
appropriately documented or circulated. This 
situation does not ensure that staff is fully 
aware of or understands its responsibilities, 
that approved procedures are being followed 
consistently, that appropriate consideration is 
given to financial requirements, and that 
planning is undertaken in a systematic and 
organized fashion. 


The Chief of Finance should ensure that a 
comprehensive financial administration man- 
ual is completed and circulated to appropriate 
personnel throughout the Ministry. 


An increased use of formal memoranda with 
appropriate routing, signature and follow-up 
procedures should be implemented. 


ASSIGNMENT OF FINANCIAL 
AUTHORITIES UNDER THE FINANCIAL 
ADMINISTRATION ACT 


¢ Accounting documents utilized within the 
Ministry should be redesigned to provide 
space to reflect the specific section of the Fi- 
nancial Administration Act under which ap- 
proval is given. 


The Director, Finance, Personnel and Admin- 
istration should ensure that the signature 
cards are up to date within the Ministry and 
that the Department of Supply and Services is 
advised of any changes. 


DEPARTMENTAL COMMENTS 


Agreed. This will be taken into account during 
the review of classification of positions in the 
various branches, which will be undertaken dur- 
ing the next twelve months. 


Agreed. The manual is substantially completed 
in draft form and will be issued as soon as 
possible. 


This proposal will be studied. 


The Department of Supply and Services is re- 
sponsible for designing cheque requisitions. 
Approval for payment on an invoice is always in 
accordance with Section 27 of the Financial 
Administration Act. The use of a rubber stamp 
for this purpose does not appear to be contrary 
to Treasury Board guidelines. 


This has been done. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


CONTROL OF SOURCE DOCUMENTS 


¢ Control of source documents for cheque requi- 
sitions is provided only after the document 
has been approved under Section 27 of the 
Financial Administration Act. This could lead 
to invoices being mislaid, delaying payment 
to suppliers and distorting financial reports. 


Source documents from suppliers should be 
controlled prior to the cheque requisitioning 
process by a blotter control system. 


SEGREGATION OF DUTIES 


¢ Instances were noted where the combination 
of duties performed by an employee could 
lead to error or fraud not being detected 
because his work is not automatically checked 
by another employee. 


The Director, Finance, Personnel and Admin- 
istration should ensure that there is an ade- 
quate division of duties from an internal con- 
trol point of view with respect to all depart- 
mental positions. 


CONTROLS OVER ADVANCES AND 
ACCOUNTS RECEIVABLE 


¢ Problems, although not occuring frequently 
exist in accounts receivable, stemming mainly 
from the lack of a co-ordinated monitoring 
procedure by the Financial Services and Per- 
sonnel Sections on salary advances and per- 
sonal service contracts. 


The Chief of Finance should ensure that con- 
tracts and agreements are reviewed for possi- 
ble expenditure recovery. 


INTERNAL AUDIT 


¢ The Audit Services Bureau should be em- 
ployed to conduct an annual internal audit of 
the Ministry. The Audit Services Bureau, with 
the assistance of the Director, Finance, Per- 
sonnel and Administration and the Chief of 
Finance should define the scope of its exami- 
nation but report its findings and recommen- 
dations to the Secretary of the Ministry for 
consideration, discussion and resolution. 


DEPARTMENTAL COMMENTS 


Agreed. This is a desirable system to be adopted 
when manpower is available. 


In setting up systems, duties were divided as 
much as practical between available staff in 
keeping with sound internal control principles. 
However, the existing weaknesses will be 
corrected. 


Problems of communication between Finance 
and Personnel Divisions result from the separa- 
tion of these functions and will be overcome 
with the move to our new headquarters in Sep- 
tember 1975. 


All certified invoices are checked with contracts 
by the Finance Division. Payments are made 
only if they are in accordance with the terms of 
these contracts. The incident noted by the study 
team was isolated and not representative of the 
system. 


Further consideration will be given to this 
proposal. 
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OBSERVATIONS AND 
RECOMMENDATIONS 


WORK PROGRAM 


¢ The present program forecasts do not accu- 
rately indicate the future allocation and utili- 
zation of resources. Although Financial Ser- 
vices Staff assist the managers in preparing 
their projections, the managers lack the 
knowledge, support staff, government guides 
and publications, departmental instructions or 
detailed historical data needed to develop 
meaningful long-term plans in monetary 
terms. In addition, the Ministry lacks formal- 
ized procedure for evaluating projects and for 
realigning priorities and_ redirecting 
resources. 

* Recognizing this, early in 1974, the Ministry 
began to set priorities for major projects, both 
under way and proposed, and identified the 
staff resources and completion dates associ- 
ated with each as the first phase of document- 
ing its long-term work program plans and 
priorities. 

¢ The completion, documentaion and imple- 
mentation of the Ministry’s Work Program 
should be given highest priority. 


BUDGETARY CONTROL 


¢ The present system accounts for expenditures 
at the main activity level with no cost infor- 
mation being developed for project or sub- 
activity levels. To provide sufficiently detailed 
data for effective budgetary control, an expan- 
sion of the system is necessary. 


¢ The Chief of Finance should develop, docu- 
ment and implement a cost system capable of 
capturing financial data at the project or sub- 
activity level. 


¢ All responsibility centre managers should 
become directly involved in the determination 
of their budgets. They should also be given the 
financial data needed to permit verification of 
financial reports and preparation of detailed 
variance and analytical reports. 


DEPARTMENTAL COMMENTS 


This proposal needs further study. The monitor- 
ing of project effectiveness may be a desirable 
goal but in fact would be extremely difficult to 
measure in terms of most of the projects carried 
out by this Ministry. 


Agreed. This work is proceeding. 


Project reporting has been recommended in the 
past. However, basic to this reporting is the in- 
troduction of a system of time reporting for the 
staff involved which has not yet proved accepta- 
ble. Further progress will require the assistance 
of the managers concerned. This is a desirable 
aim which will be proceeded with as soon as 
manpower constraints permit. 


Most responsibility centre managers are already 
directly involved in the determination of their 
budgets, within Government and departmental 
constraints. Managers are already given finan- 
cial data needed to permit verification of finan- 
cial reports. Additional verification by managers 
is frequently limited by manpower constraints. 
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OBSERVATIONS AND 
RECOMMENDATIONS 
¢ Explanation of variances should be prepared 
on a regular and timely basis by all responsi- 
bility centre managers and reviewed by the 
Chief of Finance in conjunction with his own 
financial report review. 


TRANSACTION CODING 


¢ The centralized coding process fails to pro- 
mote financial awareness within non-financial 
sections of the Ministry and creates unneces- 
sary dependency upon the Financial Services 
Section. Non-Financial sections should ac- 
quire additional financial knowledge and ac- 
cept additional responsibilities in the financial 
area. The coding of documents should be dele- 
gated to the various cost and responsibility 
centres throughout the Ministry. 


¢ Staff of the various responsibility centres 
should be required to review monthly the de- 
tailed transaction listing applicable to their 
area of responsibility. 


MAIN ESTIMATES 


¢ Compilation and reconciliation of Program 
Forecasts and Main Estimates should be docu- 
mented so as to provide a clearer picture than 
at present of how final figures were deter- 
mined in each case. 


DEPARTMENT OF SUPPLY AND 
SERVICES REPORTING SYSTEM 


¢ The Financial Services Section of the Ministry 
should ensure that financial transactions are 
reflected as promptly as possible in the Minis- 
try’s financial records, so as to improve the 
accuracy of the financial data provided to re- 
sponsibility centre managers each month. 

¢ The Chief of Finance should develop and doc- 
ument appropriate procedures for timely 
month-end routines for his staff with respect 
to input-output agreement, reconciliation of 
subsidiary records, reconciliation of the De- 
partment of Supply and Services reports to 
one another, review and corrections of invalid 
amounts and review of transaction codings for 
agreement with actual known events. 

* A liaison officer should be designated by the 
Ministry to deal with his or her counterpart in 
the Department of Supply and Services as a 
means of improving the Department’s 
services. 


DEPARTMENTAL COMMENTS 


Noted. See above. 


Agreed. This was the intention of the coding 
manual and steps will be taken to train support 
staff in each responsibility centre in its use. 


This is again a matter of the availability of staff. 


Agreed, this will be implemented. 


Agreed. Steps are being taken to improve the 
processing of financial transactions. 


Agreed. This will be done. 


The Chief of Financial Services has always been 
the liaison officer with the Department of Sup- 
ply and Services and every effort has been made 
and will be continued to obtain an improvement 
to the service provided by that Department. 
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DEPARTMENT OF VETERANS AFFAIRS 


Observations and Recommendations as at December 1974. 


Departmental Comments as at March 1975. 


The study did not include the operating expenditure of the following votes: 


Vote 5: War Veterans Allowance Board 
Vote 25: Pension Review Board 

Vote 30: Canadian Pension Commission 
Vote 40: Bureau of Pension Advocates 


However, in the following votes, the study did include the procedures leading to payment 


once entitlement had been established: 


Vote 10: WVAB grants and contributions 


Vote 20: Welfare Services grants and contributions 


Vote 35: CPC grants and contributions. 


OBSERVATIONS AND 
RECOMMENDATIONS 


ORGANIZATION 


¢ The responsibilities of the Departmental Fi- 
nancial Management Advisor should be ex- 
panded to include a stronger functional role 
in terms of the financial systems and controls 
and the recruiting, development and assess- 
ment of financial officers who are supporting 
program management. 


STAFFING IN FINANCIAL AREA 


¢ While current financial staff resources are ade- 
quate, the Department does not systematically 
review its future needs so that adequate lead 
times can be established to develop or obtain 
the necessary increases in number or quality 
of financial officers. 


Periodically, department-wide comparative 
studies of financial staff requirements and re- 
sources should be undertaken. 
¢ A comprehensive program of career guidance 
and professional development for financial 
staff should be instituted. 
Position descriptions are not up to date in 
some instances and are related more toward 
job classification than toward financial man- 
agement responsibilities. 


309 


DEPARTMENTAL COMMENTS 


A stronger functional guidance role will be as- 
sumed without delay by the Departmental Fi- 
nancial Management Advisor in such a way so 
as not to disturb essential program managerial 
responsibility. 


This will be undertaken as part of the recently 
introduced manager-development and succes- 
sion plan. 

A review of the departmental training and de- 
velopment plan for officers with financial re- 
sponsibilities will be carried out. 


OBSERVATIONS AND 
RECOMMENDATIONS 


Position descriptions for officers with financial 
responsibilities should be reviewed and re- 
drafted where necessary to emphasize finan- 
cial management responsibilities and tasks. 


QUALITY OF COMMUNICATION OF 
FINANCIAL REQUIREMENTS 


¢ The comprehensive departmental financial 
manual should be completed. 


EXPENDITURE CONTROL POLICIES AND 

PROCEDURES 

¢ The Department should propose to the agen- 
cies paying disability pensions and veterans 
allowances that they: determine in advance 
the total amount of the monthly payments; 
establish controls to ensure that the amounts 
paid match the predetermined figure; imple- 
ment and carry out a system of cyclical post- 
audit checks. 

¢ District and regional offices should fully docu- 
ment their systems of internal control: 

¢ The payroll function is decentralized to dis- 
tricts, regions, etc., but no centrally estab- 
lished financial control procedures exist. Pay- 
roll changes are fed into the Department of 
Supply and Services by personnel staff at the 
districts following managerial approval and 
cheques are returned to district financial of- 
ficers for distribution. 


The Departmental Financial Management 
Adviser should review internal controls over 
payroll to ensure their adequacy. 


CONTROL OF REVENUES INCLUDING 
ACCOUNTS RECEIVABLE 


¢ In the Treatment Services program regular 
reports from hospitals and districts, giving 
details of the status of accounts receivable, 
should be sent to the program head office for 
review and follow-up action. 

* Significant under-recoveries resulting from 
billing rates in the Treatment Services pro- 
gram should be highlighted in internal finan- 
cial reporting. 


INVENTORIES 

¢ There are no procedures to ensure that all 
purchases of equipment are recorded in the 
inventory records. 
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DEPARTMENTAL COMMENTS 


Position descriptions are subject to well-estab- 
lished disciplines for content and presentation. 
Corrective measures could best be introduced 
through further study and analysis on a govern- 
ment-wide basis. 


The manual will be completed in the near future. 


The processing of these payments is being trans- 
ferred to the agencies and such control will be 
part of the new systems configuration. 


The systems of internal control in the districts 
and regions will be documented. 


The need to review internal controls over payroll 
is accepted and a review has been commenced. 


Regular status reports will be sent to the pro- 
gram head office for monitoring purposes. 


Cost under-recoveries will be highlighted in in- 
ternal reports in future. 


OBSERVATIONS AND 
RECOMMENDATIONS 


The cost of all items recorded as purchases in 
the equipment inventory quantity records 
should be reconciled to the annual expendi- 
ture for equipment. 


TRUST FUNDS 


¢ Internal control over unpaid treatment allow- 
ances is unsatisfactory in many instances. 


Control accounts should be instituted for 
memo treatment allowance liabilities. 


Treatment allowance expenditure listings 
should be subjected to scrutiny and there 
should be a regular post-audit of disburse- 
ments on a sample basis. 


INTERNAL AUDIT 

¢ The internal audit function is frequently un- 
derstaffed as it is difficult to obtain the neces- 
sary personnel due principally to the extensive 
travel required and the lack of career plan- 
ning for internal auditors. 


A system of rotation through the internal au- 
dit function should be introduced as a means 
of staffing the function with individuals with 
upward mobility potential. 


¢ The internal audit function does not fully 
cover the program head offices, the Adminis- 
tration program and the departmental payroll 
records. 


Departmental expenditures not currently sub- 
ject to internal audit should be included in 
regular audit coverage. 


CLASSIFICATION OF ACCOUNTS 
Activities and sub-activities in the Adminis- 
tration and Treatment Services programs 
should be redefined and submitted to Trea- 
sury Board for approval. 


PROGRAM FORECASTS 

¢ Program Forecasts should show the costs, sav- 
ings, timing and other effects of potential hos- 
pital transfers based on the latest information 
available. 
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DEPARTMENTAL COMMENTS 


Corrective action will be taken. 


Corrective action will be taken. 


Corrective action will be taken. 


With the implementation of the manager-devel- 
opment and succession plan, upwardly mobile 
individuals in other classifications as well as FI 
can be identified and groomed for rotation 
through internal audit. However, there is a 
growing need to examine, on a government- 
wide basis, possible incentives for financial audi- 
tors who are required to travel extensively. 


The areas identified will receive priority atten- 
tion in future audit planning. 


This is accepted with the proviso that any deci- 
sion to sub-divide the Administration program 
would be dependent on general government 
practice. 


Due to the unpredictability of the timing of 
transfers and the necessity to refrain from 
adopting premature negotiation stances, formal 
disclosure of transfer details is not desirable. 


OBSERVATIONS AND 
RECOMMENDATIONS 


MAIN ESTIMATES 

¢ Formal procedures should be established for a 
serious challenge, by senior departmental 
management, of all major components of pro- 
gram Estimates. 

¢ A formal budgetary planning function should 
be established within the Administration 
program. 


BUDGETARY CONTROL AND CASH 
FORECASTING 


¢ Operating budgets should be revised when 
significant changes in circumstances occur. 

¢ Non-controllable costs are included in global 
operating budgets for responsibility centres 
which may result in undue pressure or lack 
thereof on operating budgets due to matters 
outside the line manager’s control. 


Non-controllable costs should be isolated in 
separate internal allotments within the oper- 
ating budgets. 

¢ An output-based financial management re- 
porting system, designed to highlight devia- 
tions from the norm, should be implemented. 

¢ The use of output performance measurement 
techniques should be instituted in the docu- 
mentation processing areas’ of _ the 
Department. 


FINANCIAL REPORTING 


¢ The division of data processing responsibili- 
ties between the Department of Supply and 
Services and the Department should be prop- 
erly defined and documented. 

¢ The departmental hospitals utilize accounting 
and reporting systems which are different 
from those used in provincial hospitals. This 
does not allow comparison with similar pro- 
vincial hospitals and may cause transitional 
problems when the hospitals are turned over 
to the provinces. 


The Department should assess the practicabil- 
ity and benefits of using provincial-accounting 
and reporting systems in its hospitals. 


DEPARTMENTAL COMMENTS 


This has been accepted and a systematic chal- 
lenge by senior management commenced with 
the recent Program Forecasts. 


A formal budgetary planning function has now 
been initiated within the Administration 
program. 


This is accepted. 


The recommendation is accepted in principle 
and each program will study this proposal for its 
application in all appropriate circumstances. 
This recommendation is fully endorsed and ma- 
jor studies intended to culminate in such a sys- 
tem are underway. 

This is accepted in principle and is considered to 
be a potentially productive one for OPMS 
application. 


This recommendation is accepted and work is 
underway to define and document data process- 
ing responsibilities. 


While there are still some differences between 
federal systems and those in provincial hospi- 
tals, they have not presented problems in current 
operations or in reaching transfer agreements 
and the recommendation is not accepted. 
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CYCLE D’ATTRIBUTION 
DES RESSOURCES 


Document VU 


Le CT demande le BS final 


Le CT, le CCPP et le Cabinet 
étudient le BS final 


Le CT et le Cabinet étudient 
le BP et approuvent le montant 
final des crédits 


Le BP est déposé au Parlement et 
renvoyé aux Comités de la Chambre 


Le Secrétariat du CT examine le BP 


Le Conseil du Trésor! 
(CT) demande les 
prévisions de 
programme 


Les ministéres préparent leurs prévisions 
de programme (PP) 


Le BS final est déposé et 
les subsides sont accordés 


Le CT, le CCPP et le Cabinet 
examinent le BS 


Le Parlement vote 
des crédits provisoires 


Transmission au CT de l’exposé 
du cadre fiscal par le ministére 
des Finances 

Transmission des prévisions 

de dépenses au CCPP 
Transmission des PP au CT 


Le BP est soumis au CT Communication 


aux ministéres 
des priorités générales 
par le Comite du 

Cabinet chargé des priorités 
et de la planification (CCPP) 


DEBUT DE LANNEE 
BUDGETAIRE 


Le CCPP communique au CT 
des conseils généraux sur 
l'attribution des ressources 


DEBUT DUCYCLE 


Les ministéres préparent le BP 


Le CT demande le Budget 
supplémentaire (BS) 


Le secrétariat du CT examine 
les PP et en discute 
avec les ministéres 


Conseils aux ministéres sur les 
lignes directrices relatives aux 
depenses, pour la préparation 
du Budget principal (BP) 


Le CT, le CCPP et le Cabinet examinent les 
recommandations budgétaires du Secrétariat 
du CT et établissent des lignes directrices 
relatives aux dépenses 


Le Parlement adopte les lois 
portant affectation de crédits 
et accorde tous les subsides 
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